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BRIEF OF PETITIONER 
BATTLE CREEK GAS COMPANY 


JURISDICTIONAL STATEMENT 


Trunkline Gas Company, (hereinafter sometimes referred 
to as Trunkline) on July 3, 1958, filed with Respondent, 
Federal Power Commission (hereinafter sometimes re- 
ferred to as the Commission), an application for a cer- 
tificeate of public convenience and necessity (R 7391-7653) 
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pursuant to the Natural Gas Act, (Act of June 21, 1938, 
¢. 556, 52 Stat. $21; as amended by Act of February 7, 
1942, ¢.49, 56 Stat. $3; 15 U.S.C. §717 et seq.) seeking 
authority to expand its system. Petitioner, (sometimes 
hereinafter referred to as Battle Creek) timely filed a 
petition to intervene (R 7810-7816) and was permitted to 
participate in the proceeding entitled ‘‘In the Matters of 
Trunkline Gas Company, et al.,’’? Docket Nos. G-15394, et 
al., by Respondent’s order issued November 13, 1958 (R 
8004-8006). Petitioner was aggrieved by Respondent’s 
final order, Opinion No. 321, issued May 22, 1959 (R 8520- 
$557) and applied for rehearing thereof on June 19, 1959 
(R 8558-8569). The application for rehearing was denied 
by Respondent’s order issued July 17, 1959 (R 8600-8602). 


The jurisdiction of this court is invoked under Section 
19 (b) of the Natural Gas Act, providing for review by 
this court of orders of Respondent upon timely petition 
of a party aggrieved thereby. Petition for review was 
filed with this court on September 15, 1959. 


STATEMENT OF THE CASE 


The controversy in this case arises from the filing with 
Respondent on July 3, 1958 by Trunkline Gas Company 
of an application for a certificate of public convenience 
and necessity (R 7391-7653) under Sections 7 (c) and (e) 
of the Natural Gas Act. The application sought authority 
to expand and extend Trunkline’s transportation facil- 
ities in order for it to connect new gas reserves and to sell 
and deliver 135,000 Mef of natural gas per day to a single 
new customer, Consumers Power Company (hereinafter 
sometimes referred to as Consumers). Michigan Gas Stor- 
age Company (hereinafter sometimes referred to as Stor- 
age Company) and certain independent producers filed 
related applications for certificates (R 7653-7789 and 7792- 
7810), all of which were consolidated for hearing with 
Docket No. G-15394. 
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Trunkline is a wholly-owned subsidiary of Panhandle 
Eastern Pipe Line Company (hereinafter sometimes re- 
ferred to as Panhandle) and has historically sold and de- 
livered practically all of its natural gas to its parent. 
Consumers, a large public utility corporation, distributes 
natural gas in numerous Michigan communities and has 
traditionally obtained its principal supply from Panhandle. 
Storage Company, a part of whose facilities would be util- 
ized in this proposal, is owned 75% by Consumers and 25% 
by Panhandle (R 156). 


Petitioner, Battle Creek Gas Company, is a Michigan 
corporation engaged in the business of selling and distrib- 
uting natural gas at retail in the cities of Battle Creek and 
Springfield, Michigan, and their environs, a small area 
surrounded by communities served by Consumers (R 5396). 
Petitioner receives its entire gas supply from Panhandle. 


Being desirous of additional gas supplies in order to 
better meet its continually expanding market, Battle Creek 


petitioned to intervene in the proceedings involving the 
expansion of Trunkline’s facilities seeking a small alloca- 
tion of the additional gas to be made available to the area 
(R 7810-7816) and was permitted to participate therein. 


The testimony and evidence adduced at the hearing 
which was held intermittently from November 17, 1958, 
through February 9, 1959, related to the implementation 
of a letter agreement and attached service agreement 
dated June 25, 1958, (R 5426-5442) between Trunkline and 
Consumers. The service agreement provides for the direct 
sale and delivery to Consumers of firm gas up to 135,000 
Mef per day at a rate based upon the incremental costs 
attributed to such service, Rate Schedule P-2 (R 5387- 
5396). 


In order to render this service Trunkline would expand 
its facilities by additional compression and the construc- 
tion and operation of 896 miles of pipeline including exten- 


4 


sive gathering lines, partial looping of its present trans- 
mission line and of an extension of 204 miles from the 
present terminus of its system at Tuscola, Illinois to a 
point on the Michigan-Indiana border (R 47-8 and 52-4). 
These facilities would increase Trunkline’s design capacity 
from 375,000 Mef per day to 510,000 (R 47, 64-5, 75-8), an 
inerease of 135,000 Mef per day, the exact quantity con- 
tracted to be delivered to Consumers. The total cost of 
this expansion of facilities was estimated to be $81,458,000 
(R 51-2 and 2518). 


In order to support the proposed service Trunkline con- 
tracted for substantial new gas reserves on the Texas- 
Louisiana gulf coast. The gas purchase contracts calling 
for initial prices of 20 and 22 cents per Mef were ultimately 
executed with the knowledge and apparent consent of Con- 
sumers and conditioned upon acceptable certification of 
the proposed service to Consumers (R 93-103). 


Petitioner was given an opportunity to present evidence 


in support of its request for an allocation or reservation 
of 4,000 Mcf per day from the expanded capacity proposed 
by Trunkline. The present winter contract demand which 
Panhandle is presently required to deliver to Battle Creek 
is 19 million cubic feet per day (R 1451). The total firm 
requirements actually experienced in the 1957-1958 heating 
season exceeded this contract demand by 2,678 Mef on the 
peak day and it is estimated that the total firm peak day 
requirements will amount to 30,893 Mcf in the winter of 
1961-1962 (R 5463-66). 


Battle Creek clearly demonstrated its need for additional 
gas supplies to alleviate long standing restrictions on the 
attachment of space heating customers, to permit normal 
growth of existing service and to reduce the necessity of 
manufacturing costly liquefied petroleum gas to meet peak 
day requirements (R 1451-2). 


Natural gas transported through the present Trunkline 
facilities and delivered to Panhandle at Tuscola makes up 
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a part of the total supply reaching Battle Creek by way of 
Panhandle’s facilities (R 1453). Petitioner proposed that 
gas allocated to it from Trunkline’s expanded facilities 
could be delivered to it in the same manner (R 1456). The 
proposal was also made that Battle Creek’s requirements 
could be met by a displacement from Consumers during 
the critical cold periods of demand for Battle Creek and 
replaced during Consumer’s off peak or storage period of 
demand (R 1456). 


Petitioner agreed on the record to pay ‘‘subject to Com- 
mission approval, a rate based on the same cost of service 
formula used by Trunkline in arriving at the price to Con- 
sumers”’ including ‘“‘all of Trunkline’s costs up to Tus- 
cola’’, the point of delivery of the gas to Panhandle (R 
1459) a witness for Trunkline having indicated that the 
costs could be identified and allocated in an appropriate 
manner (R 1019). 


Michigan Gas Utilities Company, a distributing company, 


presented testimony and evidence in support of a requested 
allocation of gas from the increased supply. 


The Commission staff also put on a direct case with re- 
spect to a number of issues only one of which is pertinent 
here. The staff, disagreeing with Trunkline’s method of 
rate design, presented testimony and evidence in support 
of a rate based upon a rolled-in cost allocation (R 1615-6, 
4818 and 5489-5523). This allocation method would shift 
$2,300,000 to $4,000,000 per year from Consumers to pres- 
ent customers of Trunkline (R 1861-4). The increased cost 
to Trunkline’s present customers was said to be justified 
by certain vague ‘‘benefits’? which would accrue to them 
(BR 1881-7, 1909-10 and 1924). 


The decision of the Presiding Examiner, while approv- 
ing the rolled-in method of allocating costs in determining 
a rate, denied Trunkline’s application on a number of 
grounds among which was Trunkline’s attempt to assume 
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the Commission’s function of the allocation of gas supply. 
The decision also denied Petitioner’s request for a reser- 
vation or allocation of 4,000 Mef for failure to demonstrate 
the economic feasibility of its proposal (R 8179-8239). 


Respondent in its Opinion 321, the order complained of, 
reversed the Examiner with respect to certification of 
Trunkline’s proposal. It prescribed rates based upon the 
rolled-in cost allocation method and denied Petitioner’s 
request for an allocation of a portion of the gas supply to 
be made available by Trunkline’s expansion (R 8520-8557). 


Petitioner, aggrieved by the denial of its request, timely 
filed its application for rehearing pursuant to section 19(a) 
of the Natural Gas Act which was denied by order of the 
Commission issued July 17, 1959. 


STATUTE INVOLVED 


Pertinent here is the Natural Gas Act relevant portions 
of which are set out in Appendix A, infra. 


STATEMENT OF POINTS 


Petitioner intends to rely upon the following points of 
alleged error by the Federal Power Commission. The Com- 
mission erred: 


1. In failing to consider the public interest in the broad 
sense. 


2. In failing to pierce the corporate veil in order to dis- 
cover the true intent. 


3. In abdicating in favor of a regulated company its 
authority to allocate supplies of gas. 


4. In condoning preferential service contrary to Section 
4(b) of the Natural Gas Act. 


5. In failing to properly exercise its conditioning an- 
thority. 
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6. In discriminating against Petitioner by denying to its 
customers benefits accorded to others. 


7. In burdening Petitioner and others with increased 
costs without commensurate benefits. 


8. In failing to recognize the special circumstances of this 
case in prescribing rates based on long standing policy. 


SUMMARY OF ARGUMENT 
I 


The authority granted Trunkline to serve selected cus- 
tomers is an abrogation of Respondent’s regulatory re- 
sponsibility to allocate pipe line capacity in the public 
interest and permits natural gas companies through inter- 
corporate manipulation to thwart the requirements of the 
public convenience and necessity contrary to the Natural 
Gas Act. 

sas 


The denial of Petitioner’s request for an allocation of 
gas from the increased supply to be made available in the 
area surrounding Petitioner is unjustly discriminatory and 
subjects Petitioner to undue prejudice and disadvantage 
contrary to the Natural Gas Act. 


Ilr 


The prescription by Respondent of rates based upon the 
rolling-in of the costs attributed solely to the rendition of 
service to selected customers, places an undue burden upon 
Petitioner and others and grants of undue preference and 
advantage to the sole beneficiaries of the service to be 
rendered contrary to the Natural Gas Act. 
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ARGUMENT 
I 


RESPONDENT ERRED IN PERMITTING CORPORATE AFFILIATES 
UNDER ITS REGULATORY JURISDICTION TO SELECT 
PERSONS TO BE SERVED WITHOUT REGARD TO THE OVER 
ALL PUBLIC CONVENIENCE AND NECESSITY 

The Federal Power Commission has been charged by 

Congress with the responsibility of protecting ‘‘consumers 

against exploitation at the hands of natural gas com- 

panies’”’ (F’. P. C. v. Hope Natural Gas Co., 320 U.S. 591, 

610). The case here upon review presents a subtle but 

nonetheless clear case of exploitation. It is apparent that 

Respondent erred, either through lack of perception or 

through indifference, in sanctioning the discrimination per- 

petrated herein. 


“‘The business of transporting and selling natural gas 
for ultimate distribution to the public is affected with a 
public interest’’ according to the declaration of policy set 


forth in Section 1(a) of the Natural Gas Act. The public 
interest would seem to mean the public at large, not a 
specified segment thereof. 


The gas consuming public of the north central area 
served by Trunkline and its parent, Panhandle, has been 
starved for lack of adequate supplies of natural gas. 
Petitioner, as well as other distributors in the area, has 
been unable to increase purchases of gas from its supplier 
since 1955 (R. 1451-2), the date of the latest expansion of 
its supplier’s facilities (Re Panhandle Eastern Pipe Line 
Co. et al., Docket No. G-1705 e¢ al., 15 FPC 46)? 


Trunkline proposed herein to acquire reserves and ex- 
pand its facilities for the purpose of transporting and sell- 


1 Subsequent to the conclusion of the proceedings below in the case under 
review some additional gas has been made available. However, this increased 
supply is received contingently awaiting determination of court review of 
another proceeding. 
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ing 135,000 Mef of gas per day in the gas starved north 
central area. 


Traditionally Panhandle, among others, has served this 
area, receiving a substantial part of its gas supply from 
its wholly owned subsidiary, Trunkline. In fact Trunk- 
line’s amended original authorization (Re Trunkline Gas 
Supply Co. et al., Docket No. G-882, et al., 9 FPC 721) was 
based upon the proposition that ‘‘gas to be sold by Trunk- 
line is to be used to meet unsatisfied demands of Pan- 
handle’s present and prospective customers.’’ (Emphasis 
added) Respondent’s order issued May 4, 1950 in the above 
cited certificate proceeding states: 


The record reveals that for all practical purposes, 
Trunkline is merely an operating subsidiary of Pan- 
handle. Further, except for a relatively minor sale 
herein required to be made to Southeastern Illinois 
Gas Company, all of Trunkline’s gas will be sold to 
Panhandle. The two companies, in fact, make up one 
integrated natural gas system (Re Town Gas Co. et al. 
Docket No. G-9749, 19 FPC 143). 


Not only is Trunkline the wholly owned subsidiary of 
Panhandle, but a majority of Trunkline’s board of directors 
are officers and employees of Panhandle (R. 349-50). The 
principal officers of the two companies are identical and 
two of the three member executive committee directing 
the management of Trunkline are Panhandle employees 
(R. 349 and 390). The conclusion that Panhandle exercises 
absolute control over Trunkline is inescapable. As the 
Examiner pointed out: 


In view of the complete control which Panhandle 
exercises over Trunkline, it is apparent that the Trunk- 
line’s actions in this case are determined by, and fully 
aceord with the desires and wishes of Panhandle. 
(R. 8193). 


Panhandle has in the past supplied the major portion of 
Consumer’s natural gas requirements by way of delivery 
and sale to Storage Company which in turn sells and 
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delivers to Consumers. Storage Company is owned 75% 
by Consumers and 25% by Panhandle (R. 156). 


Until the proceeding now under review Trunkline has 
consistently resisted attempts on the part of potential 
customers to obtain a gas supply from its system (R. 385- 
6) and has in fact been joined in this resistance by its 
parent (Re Board of Mayor and Aldermen of Mason, 
Tennessee, Docket No. G-13,659, 21 F.P.C. 53. 


Now for the first time Trunkline seeks to render service 
to a new customer, and significantly without objection 
from Panhandle. The failure of Panhandle to participate 
in the proceedings coupled with its absolute control over 
its subsidiary can lead only to the conclusion that Trunk- 
line’s proposal is being made with the acquiescence and 
approval, if not at the behest of its parent. 


Where corporate affiliates are involved in a jurisdic- 
tional transaction Respondent is required to go beyond 
its ordinary inquiries, Mississippi River Fuel Corp. v. 
F.P.C., 102 U.S. App. D.C. 238, 252 F 2d, 619, cert. den. 
355 U.S. 904. This principle of close scrutiny of inter- 
corporate dealings is particularly applicable here. It is 
clear that the real intent behind the legal fiction of cor- 
porate entitles involved here is the consummation of a 
private deal between business associates. Respondent 
simply shuts its eyes to these intercorporate manipulations 
when it seeks to justify certification of this service on the 
grounds that only two parties to the proceedings sought 
additional gas and that others may have needed the gas 
but did not appear (R. 8526). 


The most likely party to seek an allocation from this 
increased capacity would be Panhandle, but Panhandle 
chose to have its subsidiary deal directly with Consumers, 
thereby avoiding the possibility of having Panhandle’s 
customers up and down the line seeking to share in the 
additional supply. 
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The Court in Midwestern Gas Transmission Company v. 
F.P.C. 103 U.S. App. D.C. 360, 258 F 2d 660, notes with 
approval that the ‘‘Commission recognized the principle 
that a proposal must be construed according to its broad 
purport, not confined to specific undertakings’’. So here 
authorization for Trunkline to increase its facilities for 
the benefit of a single specific customer would be tanta- 
mount to permitting Panhandle, acting through its sub- 
sidiary, to select one preferential customer to the exclusion 
of all others similarly situated. Such an abnegation of the 
Commission’s responsiblity to the public is unthinkable. 
The Commission is quoted by the court with approval in 
Northeastern Gas Transp. Co. v. F.P.C., 195 F. 2d 872, 
875 as saying: 

‘‘We are concerned here with a public need and de- 
mand for natural gas service in New England gen- 
erally—not in a portion of that area and not by a few 
selected distributing companies in that area. It is 
inconceivable that anyone desirous of promoting the 
public good should urge that we now authorize one 
engaged in a business affected with the public interest 
to pick and choose whom it wishes to serve without 
proper regard for the public good. Nor should we 
authorize any applicant to render partial service when 
it is clear at the outset, as shown by this record, that 
its plans do not provide the full service to which the 
people of New England are entitled.’’ (emphasis in 
original). 


The conclusion is inescapable that the public interest in 
this case can only be served by conditioning any authoriza- 
tion for the expansion of Trunkline’s facilities to permit 
allocations of gas to all customers in the area proposed to 
be served seeking such allocations provided of course the 
Commission finds that in each instance the public con- 
venience and necessity so requires. 


The Examiner recognized the proposal herein for what 
it is, and found that Trunkline (and necessarily Panhandle) 
was by indirection attempting to assume the functions of 
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allocation properly entrusted by Congress to the Commis- 
sion (R 8209). Respondent’s order, however, stated that 
there was no justification for the Examiner’s conclusion on 
this point but failed to justify its own conclusion (R 8526). 
Thus Respondent by permitting Panhandle, acting through 
its subsidiary, Trunkline, to make a direct sale to one of 
its present customers to the exclusion of others, has waived 
its allocation authority. This could constitute a precedent 
to allow Panhandle or any other pipeline company by 
manipulation of corporate affiliates to increase capacity, 
select the customers who would be permitted to benefit 
from such increased capacity and to dictate the terms and 
conditions under which such selected customers would be 
permitted to participate. 


In substance Respondent’s order sanctions the granting 
by Panhandle of an undue preference and advantage to 
Consumers and the subjection of its other customers to 
undue prejudice and disadvantage all in contravention of 
Section 4(b) of the Natural Gas Act. 
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RESPONDENT ERRED IN FAILING TO EXERCISE ITS AU- 
THORITY TO CONDITION THE CERTIFICATE SO AS TO 
PERMIT PETITIONER TO PARTICIPATE IN THE INCREASED 
GAS SUPPLY THEREBY DISCRIMINATING AGAINST PETI- 
TIONER 

Petitioner sought merely an allocation or reservation of 

a small part of the expanded capacity proposed in this pro- 

ceeding. It offered several alternative methods of procur- 

ing the gas and declared its intention of initiating a fur- 
ther proceeding to determine the technical elements in- 
volved. 


The Examiner found that Petitioner had not established 
the economic feasibility of its proposal and Respondent 
concurred. Such a finding is not consistent with past 
determinations. 
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In the case of Frederick Gas Co., Inc., an intervenor in 
certificate proceedings involving Transcontinental Gas 
Pipe Line Corporation (Re Carolina Natural Gas Corp. et 
al, Docket No. G-1335 et al, 10 F.P.C. 469, 512, 520), Re- 
spondent found that the public convenience and necessity 
required that a gas supply be made available to the inter- 
venor although its project required subsequent Commis- 
sion action. Respondent stated that ‘‘No determination is 
here made, or course, as to the reasonableness of such esti- 
mates, or costs, nor the economic feasibility of the project 
which intervenor proposes’’. (emphasis added). How- 
ever, an allocation of gas was reserved for Frederick Gas 
Co., Inc., in that proceeding. 


Again in Re Shenandoah Gas Co., Docket No. G-1448, 
F.P.C. applicant’s request for certification was authorized 
conditioned upon the determination of matters pending be- 
fore the Commission in another proceeding. 


It is submitted that Respondent’s failure to exercise its 
power to condition certificates under Section 7(e) of the 
Natural Gas Act is particularly discriminatory against 
Petitioner under the circumstances involved herein. Peti- 
tioner’s service area is completely surrounded by com- 
munities which will receive additional gas supplies pur- 
suant to Respondent’s Opinion No. 321. A desert island 
has been created in a sea of plenty. The Examiner’s de- 
cision recited this circumstance in support of his deter- 
mination that permission to a pipe line company to pick 
and choose its customers is against the public interest. 
The decision points out the untenable position in which 
Petitioner finds itself and the danger of encroachment in 
which Respondent has placed it by failure to exercise its 
allocation authority. (R 8230). 


Petitioner contends that Respondent’s failure to reserve 
a part of the capacity for it pending determination of Peti- 
tioner’s avowed plan to initiate proceedings to implement 
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its proposal discriminates against Petitioner and is con- 
trary to the public interest. 


pees 


RESPONDENT ERRED IN PRESCRIBING RATES BURDENSOME 
TO PERSONS NOT RECEIVING COMMENSURATE BENEFITS 
IN THE SPECIAL CIRCUMSTANCES PRESENTED HERE 
Trunkline proposes to sell gas to Consumers at a rate 
which is based upon an allocation to that service of the 
costs attributable thereto. Petitioner approves such 
method of rate design in this instance, and stated on the 
record that it would expect to pay ‘‘subject to Commission 
approval, a rate based on the same cost of service formula 
used by Trunkline in arriving at the price to Consumers”’ 
including ‘‘all of Trunkline’s costs up to Tuscola’’, the 
point of delivery of the gas to Panhandle (R 1459). 


Respondent, however, disapproved the method of alloca- 
tion of costs agreed upon by both Trunkline and Consum- 
ers, as evidenced by the letter agreement of June 25, 1958 
(R 5426-5442). The disapproval stems from an apparent 
refusal on the part of Respondent to deviate from its ‘‘long 
standing policy of utilizing a system-wide approach in cost- 
ing and pricing firm service for gas delivered and sold 
from a company’s main line facilities’? (R 8530). 


Respondent’s staff witness attempted to justify this posi- 
tion on the basis of increased benefits to Trunkline’s exist- 
ing customers (R 1883-7, 19-9-10 and 1924). He could only, 
however, specify extension of gathering lines into new 
areas, and increased reliability of service due to expanded 
facilities as the benefits to be realized by the existing 
customers, 


Petitioner, a customer of Panhandle upon whom the in- 
creased costs will fall, resists with all possible force the 
imposition upon it, of an insurance policy for continued 
service at the exorbitant premium proposed herein. 
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Without waiving its rights to refer to this issue in its 
reply brief or to argue the point in oral argument Peti- 
tioner will not burden the court with repetitious matter 
but will join in and rely upon the brief of Intervenor, IIli- 
nois Power Company, in its exposition of the errors in- 
volved in Respondent’s prescribed method of allocating 
costs for this particular service thereby burdening Pan- 
handle and its customers with increased costs of gas with- 
out commensurate benefits. 


CONCLUSION 


Respondent’s order issued May 22, 1959, authorizing 
Trunkline to render service to selected customers at pre- 
scribed rates burdensome to others excluded from the bene- 
fits is contrary to the public interest and cannot be sus- 
tained in view of the Natural Gas Act. It must, there- 
fore, be reversed and remanded to Respondent so that it 
may exercise its regulatory responsibility to allocate serv- 
ice according to the public convenience and necessity. 


Respectfully submitted, 


Barrie Creek Gas CoMPANY 


By Tuomas J. Lyxcxz 
Its Attorney 
Tuomas J. Lyncw 
Foley & Lynch 
1001 Connecticut Ave., N. W. 
Washington 6, D. C. 


J. W. McAvuirre 
1101 Security National Bank Building 
Battle Creek, Michigan 


PHEBE Eppes Gorpon 
120 W. Maple Street 
Alexandria, Va. 
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APPENDIX A 
Natural Gas Act 


The pertinent provisions of the Natural Gas Act of June 
21, 1938, c. 556, 52 Stat. $21; as amended by Act of Febru- 
ary 7, 1942, c. 49, 56 Stat. 83; 15 U.S.C. 717 et seq. are as 
follows: 


Section 1. (a) As disclosed in reports of the Federal 
Trade Commission made pursuant to Senate Resolu- 
tion 83 (Seventieth Congress, first session) and other 
reports made pursuant to the authority of Congress, 
it is hereby declared that the business of transporting 
and selling natural gas for ultimate distribution to the 
public is affected with a public interest, and that Fed- 
eral regulation in matters relating to the transporta- 
tion of natural gas and the sale thereof in interstate 
and foreign commerce is necessary in the public 
interest. 


(b) The provisions of this act shall apply to the 
transportation of natural gas in interstate commerce, 
to the sale in interstate commerce of natural gas for 
resale for ultimate public consumption for domestic, 
commercial, industrial, or any other use, and to nat- 
ural-gas companies engaged in such transportation or 
sale, but shall not apply to any other transportation or 
sale of natural gas or to the local distribution of nat- 
ural gas or to the facilities used for such distribution 
or to the production or gathering of natural gas (52 
Stat. 821 (1938) ; 15 U.S.C. § 717 (1946). 


Section 2. When used in this act, unless the con- 
text otherwise requires— 
s * ° * ° 


(6) ‘‘Natural-gas company’? means a person en- 
gaged in the transportation of natural gas in inter- 
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state commerce, or the sale in interstate commerce of 
such gas for resale. 


* * e * ° 


Section 4. (b) No natural-gas company shall, with 
respect to any transportation or sale of natural gas 
subject to the jurisdiction of the Commission, (1) make 
or grant any undue preference or advantage to any 
person or subject any person to any undue prejudice or 
disadvantage, or (2) maintain any unreasonable dif- 
ference in rates, charges, service, facilities, or in any 
other respect, either as between localities or as be- 
tween classes of service. 


* s * * * 


Section 7. (c) No natural-gas company or person 
which will be a natural-gas company upon completion 
of any proposed construction or extension shall en- 
gage in the transportation or sale of natural gas, sub- 
ject to the jurisdiction of the Commission, or undertake 


the construction or extension of any facilities therefor, 
or acquire or operate any such facilities or extensions 
thereof, unless there is in force with respect to such 
natural-gas company a certificate of public convenience 
and necessity issued by the Commission authorizing 
such acts or operations: Provided, however, That if 
any such natural-gas company or predecessor in inter- 
est was bona fide engaged in transportation or sale of 
natural gas, subject to the jurisdiction of the Commis- 
sion, on the effective date of this amendatory Act, over 
the route or routes or within the area for which appli- 
cation is made and has so operated since that time, 
the Commission shall issue such certificate without re- 
quiring further proof that public convenience and 
necessity will be served by such operation, and with- 
out further proceedings, if application for such cer- 
tificate is made to the Commission within ninety days 
after the effective date of this amendatory Act. Pend- 
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ing the determination of any such application, the con- 
tinuance of such operation shall be lawful. 


In all other cases the Commission shall set the matter 
for hearing and shall give such reasonable notice of 
the hearing thereon to all interested persons as in its 
judgment may be necessary under rules and regula- 
tions to be prescribed by the Commission; and the 
application shall be decided in accordance with the 
procedure provided in subsection (e) of this section 
and such certificate shall be issued or denied accord- 
ingly: Provided, however, That the Commission may 
issue a temporary certificate in cases of emergency, to 
assure maintenance of adequate service or to serve 
particular customers, without notice or hearing, pend- 
ing the determination of an application for a certificate, 
and may be regulation exempt from the requirements 
of this section temporary acts or operations for which 
the issuance of a certificate will not be required in the 


public interest. (52 Stat. 825 (1938), as amended, 56 
Stat. 83 (1942) ; 15 U.S.C. § 717f(c)). 


* * * * * 


(e) Except in the cases governed by the provisos 
contained in subsection (c) of this section, a certificate 
shall be issued to any qualified applicant therefor, au- 
thorizing the whole or any part of the operation, sale, 
service, construction, extension, or acquisition covered 
by the application, if it is found that the applicant is 
able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions 
of the Act and the requirements, rules, and regulations, 
of the Commission thereunder, and that the proposed 
service, sale, operation, construction, extension, or ac- 
quisition to the extent authorized by the certificate, is 
or will be required by the present or future public con- 
venience and necessity; otherwise such application 
shall be denied. The Commission shall have the power 
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to attach to the issuance of the certificate and to the 
exercise of the rights granted thereunder such reason- 
able terms and conditions as the public convenience and 
necessity may require. (56 Stat. 84 (1942); 15 U.S.C. 
§ 717f(e)). 


Section 19. (a) Any person, State, municipality, or 
State commission aggrieved by an order issued by the 
Commission in a proceeding under this act to which 
such person, State, municipality, or State commission 
is a party may apply for a rehearing within thirty 
days after the issuance of such order. The applica- 
tion for rehearing shall set forth specifically the ground 
or grounds upon which such application is based. 
Upon such application the Commission shall have 
power to grant or deny rehearing or to abrogate or 
modify its order without further hearing. Unless the 
Commission acts upon the application for rehearing 
within thirty days after it is filed, such application may 
be deemed to have been denied. No proceeding to re- 
view any order of the Commission shall be brought by 
any person unless such person shall have made appli- 
cation to the Commission for rehearing thereon. 


(b) Any party to a proceeding under this act ag- 
grieved by an order issued by the Commission in such 
proceeding may obtain a review of such order in the 
circuit court of appeals of the United States for any 
circuit wherein the natural-gas company to which the 
order relates is located or has its principal place of 
business, or in the United States Court of Appeals for 
the District of Columbia, by filing in such court, within 
sixty days after the order of the Commission upon the 
application for rehearing, a written petition praying 
that the order of the Commission be modified or set 
aside in whole or in part. A copy of such petition 
shall forthwith be served upon any member of the 
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Commission and thereupon the Commission shall certi- 
fy and file with the court a transcript of the record 
upon which the order complained of was entered. Upon 
the filing of such transcript such court shall have 
exclusive jurisdiction to affirm, modify, or set aside 
such order in whole or in part. No objection to the 
order of the Commission shall be considered by the 
court unless such objection shall have been urged be- 
fore the Commission in the application for rehearing 
unless there is reasonable ground for failure so to do. 
The finding of the Commission as to the facts, if sup- 
ported by substantial evidence, shall be conclusive. If 
any party shall apply to the court for leave to adduce 
additional evidence, and shall show to the satisfaction 
of the court that such additional evidence is material 
and that there were reasonable grounds for failure to 
adduce such evidence in the proceedings before the 
Commission, the court may order such additional evi- 
dence to be taken before the Commission and to be ad- 
duced upon the hearing in such manner and upon such 
terms and conditions as to the court may seem proper. 
The Commission may modify its findings as to the facts 
by reason of the additional evidence so taken, and it 
shall file with the court such modified or new findings, 
which if supported by substantial evidence, shall be 
conclusive, and its recommendation, if any, for the 
modification or setting aside of the original order. The 
judgment and decree of the court, affirming, modifying, 
or setting aside, in whole or in part, any such order 
of the Commission, shall be final, subject to review by 
the Supreme Court of the United States upon certiorari 
or certification as provided in sections 239 and 240 of 
the Judicial Code, as amended (U.S.C., title 28, sees. 
346 and 347). 
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APPENDIX B 


Petition for Review of an Order of the 
Federal Power Commission 


To The Honorable The Judges of the United States Court 
of Appeals for the District of Columbia Circuit: 


The petition of the Battle Creek Gas Company (herein- 
after sometimes referred to as Petitioner, and sometimes 
as Battle Creek), being a petition for review under Sec- 
tion 19(b) of the Natural Gas Act, 15 U.S.C.A. § 717r(b) 
of an Opinion and Order of the Federal Power Commission 
(hereinafter sometimes referred to as Respondent, and 
sometimes as Commission), issued May 22, 1959, in Re- 
spondent’s proceeding entitled ‘‘In the Matters of Trunk- 
line Gas Company, Docket No. G-15394; Michigan Gas 
Storage Company, Docket No. G-15827; Pan American 
Petroleum Corporation, Docket No. G-15438; Phillips 
Petroleum Company, Docket No. G-15471; Phillips Petro- 
leum Company, Docket No. G-15472; Union Oil Company of 
California, Docket No. G-15485; Union Oil Company of 
California, Docket No. G-15486; Union Oil Company of 
California, Docket No. G-15487; The Superior Oil Com- 
pany, Docket No. G-16147; Nicklos Oil and Gas Company, 
Docket No. G-16222; Tidewater Oil Company, Docket No. 
G-16267 ; Pan American Petroleum Corporation, Docket No. 
G-16501; Pan American Petroleum Corporation, Docket No. 
G-16502; J. S. Michael Company, Docket No. G-16551; J. S. 
Michael, Docket No. G-16570”’ (hereinafter referred to as 
“In the Matters of Trunkline Gas Company, et al., Docket 
Nos. G-15394, et al,’’) respectfully shows: 


I 


Parties 


Petitioner, a party to the proceeding below, is a public 
utility, subject to regulation by the Michigan Public Serv- 
ice Commission, and is engaged in the business of purchas- 
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ing, distributing and selling natural gas at retail in the 
cities of Battle Creek and Springfield, Michigan and en- 
virons. It is a corporation organized and existing under 
the laws of the State of Michigan with its principal office 
located at 26 E. Michigan Avenue, Battle Creek, Michigan. 


Respondent, the Federal Power Commission, is a Com- 
mission created and existing under the laws of the United 
States and is composed of Jerome K. Kuykendall, Chair- 
man, Frederick Stueck, William R. Connole, Arthur Kline, 
and John B. Hussey, Commissioners, who are duly ap- 
pointed, qualified and acting members of said Commission. 
Said Commission and the members thereof perform all of 
their functions and official duties and have their principal 
office at 441 G Street, N. W., in the City of Washington, 
District of Columbia. 


I 
JURISDICTION AND VENUE 


Section 19(b) of the Natural Gas Act, 15 U.S.C.A. § 
71ir(b), provide in part with respect to jurisdiction and 
venue as follows: 


‘*(b) Any party to a proceeding under this act ag- 
grieved by an order issued by the Commission in such 
proceeding may obtain a review of such order in the 
circuit court of appeals of the United States for any 
circuit wherein the natural-gas company to which the 
order relates is located or has its principal place of 
business, or in the United States Court of Appeals for 
the District of Columbia, by filing in such court, within 
sixty days after the order of the Commission upon the 
application for rehearing, a written petition praying 
that the order of the Commission be modified or set 
aside in whole or in part.’’ 


Petitioner was permitted to intervene in the proceedings 
entitled ‘‘In the Matters of Trunkline Gas Company, et al., 
Docket Nos. G-15394, et al.,”? by Respondent’s order is- 
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sued Novemper 13, 1958, thereby becoming a party thereto, 
and is aggrieved by Respondent’s order issued May 22, 
1959 in said proceeding which discriminates against Peti- 
tioner in favor of selected preferred utilities and which 
burdens Petitioner with increased costs without commen- 
surate benefits. 


Petitioner’s application for rehearing of the said order 
was timely filed with Respondent on June 19, 1959, and was 
denied by Respondent’s order issued July 17, 1959. 


mi 


Nature or Proceepincs As To WHicH REVIEW 
Is Sovcur 


This petition presents to the Court for review Opinion 
and Order No. 321 issued by Respondent, Federal Power 
Commission, on May 22, 1959. A true Copy of said Opin- 
ion and Order entitled ‘‘Opinion and Order Issuing Cer- 
tificates of Public Convenience and Necessity’’ is annexed 
hereto as Appendix A. The proceeding arose under the 
certification provisions of Section 7(c) and (e) of the 
Natural Gas Act, 15 U.S.C.A § 717f(c) and (e). 


On July 3, 1958, Trunkline Gas Company (hereinafter 
referred to as Trunkline) filed an application for a certifi- 
cate of public convenience and necessity pursuant to Sec- 
tion 7 of the Natural Gas Act, supra. Said application 
sought authorization to expand and extend its existing 
transmission facilities for the purpose of rendering natural 
gas service to a single new customer, Consumers Power 
Company (hereinafter referred to as Consumers). 


Michigan Gas Storage Company (hereinafter referred to 
as Storage Company), also filed an application seeking au- 
thority to transport for Consumers a portion of the Trunk- 
line gas through its existing facilities. Thirteen other 
applications were filed by eight independent producers for 
authority to sell and deliver to Trunkline the gas relied 
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upon to render the service to Consumers. These fifteen 
interrelated applications were consolidated for hearing and 
disposition by Respondent’s order issued October 13, 1958. 


Trunkline’s existing facilities are used principally to sell 
and deliver natural gas to its parent, Panhandle Eastern 
Pipe Line Company (hereinafter referred to as Panhandle) 
at Tuscola, Illinois. Panhandle, in turn, sells and delivers 
natural gas to Consumers, Storage Company and Petitioner 
among others. Trunkline’s proposal herein would increase 
the capacity of the existing facilities and also extend the 
facilities to a point on the Michigan-Indiana border as well 
as attach additional natural gas reserves to its system. 


Petitioner, a customer of Trunkline’s parent, Panhandle, 
being in need of additional gas supplies, intervened in these 
proceedings in an effort to share in the increased supply 
to be made available to the Michigan area by this proposal. 
It sought the reservation of an allocation of 4,000 Mef of 
gas during the five winter months to be delivered by Trunk- 
line to Panhandle at Tuscola, Illinois, for transportation to 
Battle Creek in the same manner Petitioner is presently 
receiving its gas supply. Petitioner further sought to pro- 
tect itself and the public it serves from any possible ad- 
verse effects resulting from an authorization to serve a 
single selected customer. To these ends Petitioner parti- 
cipated in the hearings, cross-examined witnesses, pre- 
sented evidence and filed briefs. 


During the course of the hearings the intercorporate 
nature of the proposal became increasingly apparent. 
Trunkline, wholly owned by Panhandle, sought authority 
to render direct service solely to Consumers, a principal 
customer of its parent. The gas to be transporated in 
part by Storage Company, owned jointly by Consumers and 
Panhandle. The cost of this service was proposed by appli- 
cants to be allocated to Consumers on an incremental basis 
but the Commission staff recommended a partial rolled-in 
rate for the service. 
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The Presiding Examiner, on April 1, 1959, issued an 
intermediate decision denying all of the applications. The 
independent producer applications were denied inter alia 
on the grounds of the failure of the producers to sustain 
the burden of proof. Those of Trunkline and Storage 
Company were denied principally on the basis that by pro- 
posing to serve only Consumers, Trunkline was attempting 
to assume the Commission’s function of allocation of gas 
supply and that the facilities proposed would be inadequate 
to meet the total requirements of Panhandle and its cus- 
tomers to be shown in an allocation proceeding. The Ex- 
aminer also denied Petitioner’s request for a reserved 
allocation on the basis that Petitioner’s proposal had not 
been shown to be economically feasible. 


Exceptions to the Examiner’s decision were taken by all 
parties to the proceeding, including Petitioner, and on 
April 9, 1959, Respondent heard oral argument on the 
Intermediate Decision of the Presiding Examiner. 


On May 22, 1959, Respondent issued its Opinion and 
Order No. 321, the order herein complained of (Appendix 
A), reversing the Examiner and issuing the certificates of 
public convenience and necessity sought by all applicants 
in these consolidated proceedings. The order denied Peti- 
tioner’s request for a reserved allocation from the in- 
creased facilities and conditioned the issuance of the cer- 
tificate to Trunkline upon the filing by it of a prescribed 
rate for service rendered at the Michigan-Indiana border. 
Chairman Kuykendall and Commissioner Stueck wrote the 
majority opinion with Commissioners Connole and Kline 
each filing a separate statement concurring in part and dis- 
senting in part. 


IV 
Grounps Upon Waicn RELIEF Is SovcHt 


Respondent’s May 22, 1959 Opinion and Order No. 321 
authorizing Trunkline to render service to selected cus- 


tomers at prescribed rates is arbitrary and capricious, an 
abuse of discretion, unjustly discriminatory, and an abro- 
gation of Respondent’s statutory duties in the following 
respects: 

1. 


Respondent’s Order Unjustly Discriminates 
Against Petitioner 


Respondent herein has, contrary to the requirements of 
the Natural Gas Act and its previously established policy, 
discriminated against Petitioner by refusing to reserve an 
allocation of natural gas for it. Petitioner demonstrated 
its equal need with others in the area for increased supplies 
of gas. The order of Respondent authorized tremendous 
increased supplies to Consumers which serves the area 
completely surrounding the communities served by Peti- 
tioner. The authorization of this service to Consumers and 
one other small distribution company amounts to the grant- 
ing of an undue preference and advantage to those persons 
contrary to the purpose and intent of the Natural Gas Act. 


Respondent has in the past reserved allocations of in- 
creased capacity for disposition in subsequent proceedings 
and had the authority to do so in the instant case. Its 
failure to follow precedent and to accord to Petitioner’s 
customers the benefits bestowed upon their neighbors 
amounts to unjust discrimination. 


2. 


Respondent Erred in Prescribing Rates Which 
Will Place an Undue Burden on Petitioner 


Trunkline in these proceedings proposed a rate based 
upon the incremental cost of service to the customer pro- 
posed to be served. The evidence adduced demonstrated 
that the cost of the expanded and extended facilities as 
well as the higher cost of the new gas purchases were 
attributable directly to the proposed service to Consumers. 


27 


Only the Commission’s staff recommended the so-called 
‘‘rolled-in cost of allocation’’ method adopted by Respond- 
ent. Such method of cost allocation was predicated upon 
“long-standing policy’? and assumed the occurrence of 
events not demonstrated on the record. 


The prescribed rate upon which Respondent’s Order is 
conditioned will have the effect of increasing the present 
cost of gas to Petitioner among others. The requirement 
that all of the customers of Trunkline bear the burden of 
the cost of a service in which they do not participate is un- 
just, unreasonable and unduly discriminatory contrary to 
the Natural Gas Act, supra. 


3. 


Respondent’s Opinion and Order No. 321 is an 
Abrogation of Its Statutory Duty 


Respondent’s authorization of the proposed service by 


Trunkline, a wholly owned subsidiary of Panhandle, to 
Consumers, associated in interest with and a customer of 
Panhandle, ignores the plain implication of inter-corporate 
manipulation whereby a natural gas company can select the 
customer or area to be served. The Natural Gas Act con- 
templates non-preferential and non-discriminatory service 
by a natural gas company to all the public served by it. 
Respondent is charged with the responsibility of carrying 
out this intent and purpose. By giving effect to the pro- 
posal herein Respondent has abrogated its regulatory re- 
sponsibility to allocate the capacity made available by the 
authorized increase of facilities and permitted a company, 
subject to its jurisdiction, to pick and choose whom it 
wishes to serve without regard for the whole public inter- 
est, all contrary to the Natural Gas Act and judicial inter- 
pretation thereof. The dangerous precedent engendered 
by Respondent’s order should not be permitted to become 
established. 
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Revrer Prayep 
Petitioner prays: 


1. That a certified copy hereof be forthwith served ac- 
cording to law upon a member of the Federal Power Com- 
mission and that the Federal Power Commission be re- 
quired in conformity with law to certify to and file with 
this Court a transcript of the record in its proceeding en- 
titled ‘‘In the Matters of Trunkline Gas Company, et al. 
Docket Nos. G-15394, et al.’’ wherein the order complained 
of was entered. 


2. That said proceedings and the Opinion and Order No. 
321 issued therein on May 22, 1959, be reviewed by this 
Court; that said order be set aside, vacated and annulled; 
that the proceedings be remanded to the Respondent, Fed- 
eral Power Commission, for the purpose of allocating in 
the public interest the increased capacity to be made avail- 


able by authorization of the proposed facilities; and that 
Petitioner and others similarly situated will not be sub- 
jected to the undue burden of increased rates without com- 
mensurate benefits. 


3. That this Court exercise its jurisdiction and grant to 
Petitioner such other and further relief in the premises as 
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the rights and equities of the cause may require and as may 
seem just and reasonable to this Court. 


Respectfully submitted, 


Batre Creek Gas Company 


By Tuomas J. Lyxcu 
Its Attorney 
Tuomas J. Lyncu 
Foley & Lynch 
1001 Connecticut Ave., N. W. 
Washington 6, D. C. 


J. W. McAvurre 
1101 Security National Bank Building 
Battle Creek, Michigan 


Puese Eppes Gorpon 
120 W. Maple Street 
Alexandria, Va. 


BRIEF FOR RESPONDENT 
SS 


In Tue! 


United States Court of Appeals 


For tHe Distgict oF Conumali"Oweyar 


Qi, ro 
tryna, ph 9. 
a 


mee 
No. 15,368 ED 


Battie Creek Gas Compt, dS 
Petiti J 
. lh ae 4 


FeEpERAL PowEEr Comission, 
Respondent 


v. 


| 
Se ate 


On petition to review orders of the 
Federal Power Commission 


Wrap W. GaTCHELL, 
| General Counsel 


Rosert L. RvsseL, 
Assistant General Counsel 


Lroyp E. Dreraics, 
| Attorney, 
For respondent. 


Federal Power Commission 
March 21, 1960 Washington 25, D. C. 


COUNTERSTATEMENT OF THE QUESTIONS 
PRESENTED 


In the opinion of the Respondent, the questions are: 


1. Is it error for the Commission to refuse to attach to 
the issuance of a certificate of public convenience and 
necessity a condition requiring a “natural-gas company” to 
reserve a part of the authorized increase in pipeline ca- 
pacity for allocation to a local gas distribution company 
which failed to prove that it is economically feasible for 
it to take and for the pipeline company to deliver such 


gas? 


2. Is it error for the Commission to condition a certificate 
of public convenience and necessity so as to require a 
“natural-gas company” to file schedules reflecting uniform 
rates based on “rolled-in” system costs, including the cost 
of new facilities authorized, where the expanded physical 
plant will benefit all customers although only two cus- 


tomers will immediately receive substantial volumes of 
firm gas? 
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INDEX 


Table of Cases 
Counterstatement of the case... 
Statutes involved 


Summary of argument 


I. Petitioner, as the proponent of a Section 7 
(e) condition, failed to sustain its burden of 


A. The Section 7 (e) condition requested by 
Battle Creek is totally lacking in eviden- 
tiary support 
Battle Creek concedes that showing of 
economic feasibility was contingent upon 
further proceedings 


II. The Commission’s application of the “rolled- 
in” rate principle to Trunkline’s certificated 
expansion of service is supported by the rec- 
ord and is reasonable 


A. The Commission’s conclusions with re- 
spect to “rolled-in” rate are founded 
upon ample evidence of record. 


The Commission did not err in adhering 
to its long established, and judicially ap- 
proved, policy of uniform rate making... 
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COUNTERSTATEMENT OF THE CASE 


Battle Creek, Petitioner, a local gas distribution com- 
pany operating in the State of Michigan seeks review 
by this Court under Section 19 (b) of the Natural Gas 
Act? of an order, of the Federal Power Commission 
denying Battle Creek’s request for an allocation of 4,000 
Mef of natural gas per day during the five winter months 
of each heating season. Battle Creek’s request for the 
allocation (R. 1455, 1555) was made as an intervener in 
proceedings before the Commission wherein Trunkline was 
seeking a certificate of public convenience and necessity 
pursuant to Section 7 (c) and (e) of the Act authorizing 
it to construct and operate additions to its system de- 
signed to increase its saleable capacity by 135,000 Mef per 
day (R. 7391-7654). The certificate sought by Trunkline 
was granted by the Commission (BR. 8540). 

Battle Creek, however, did not propose to take the 
natural gas directly from the system of Trunkline, but 
proposed rather to have such natural gas delivered to it 


cireuitously through the facilities of Panhandle (R. 
1456-7), Trunkline’s parent company, but not a party to 
the proceedings before the Commission.? 


? Act of June 21, 1938, c. 556, 52 Stat. 881, 15 U.S.C. 717r (b). 


? Trunkline Gas Company, et al., 21 F.P.C. 704, Opinion Number 
321, Docket Nos. G-15394, et al., order issued May 22, 1959 (29 
P.U.R. 3rd 1). 


3 Dramatis personnae: Battle Creek Gas Company (Battle Creek) 
as intervener before the Commission requesting an allocation of 
gas from Trunkline’s expanded capacity and Petitioner here. 
Battle Creek is a local distributor of gas. 

Trunkline Gas Company (Trunkline) a subsidiary of Panhandle 
Eastern Pipe Line Company, opposed to Battle Creek both before 
the Commission and here on the issue of allocating “winter gas” 
to Battle Creek. Trunkline is an interstate Pipeline extending 
from the Gulf coastal area to the central part of Illinois and is a 
“natural gas company” within the meaning of the Act. 

Panhandle Eastern Pipe Line Company (Panhandle) is a cor- 
porate parent of Trunkline but was not a party to the proceeding 


(1) 
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Adopting that part of the examiner’s decision rejecting 
Battle Creek’s request for a reserved allocation of Trunk- 
line’s gas, the Commission denied Battle Creek’s request 
for allocation of gas. In affirming the examiner’s decision 
the Commission stated: 


The examiner rejected Battle Creek’s request for a 
reserved allocation of Trunkline’s gas. He found that 
Battle Creek has made no showing that it is economic- 
ally feasible for Trunkline to render service to it, or 
that it is economically feasible for Battle Creek to 
buy gas for five months of the year under a rate 
schedule for year-around firm service, as it here pro- 
poses. He also found that there is no proof in the 
record that appropriate contractual arrangements 
have been or could be reached, or any evidence of the 
costs or the operating difficulties associated with the 
delivery of the gas to Battle Creek, We agree with 
these findings and with the examiner’s conclusion that 
Battle Creek’s request for gas in this proceeding must 
be denied (R. 8531). 


either before the Commission or here. Panhandle is the sole sup- 
plier of natural gas to Battle Creek. 

Consumers Power Company (Consumers) a distributing com- 
pany operating entirely within the State of Michigan serves such 
population centers as Flint, Kalamazoo and Pontiac. Consumers 
was an intervener before the Commission and here. 

Michigan Gas Storage Company (Storage Company) heretofore 
has purchased gas only from Panhandle, which it stores and trans- 
ports in the State of Michigan for resale to Consumers. It is the 
sole source of natural gas supplies for Consumers except for such 
minor production as is available to Consumers in Michigan. Its 
common stock is jointly owned by Consumers (75%) and Pan- 
handle (25%). 

Michigan Gas Utilities Company (Michigan Gas) a local dis- 
tributor of gas in the State of Michigan who intervened in the 
proceedings before the Commission seeking an annual firm supply 
of additional gas from Panhandle for that part of its system 
served exclusively by Panhandle. Trunkline neither opposed or 
supported Michigan Gas. The Commission granted the request of 
Michigan Gas. 

Additionally, 9 independent producer applicants and 11 inter- 
veners participated in the proceedings before the Commission. 
Except for Illinois Power (infra), no questions raised here are 
related to any of these independent producers or interveners. 
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In addition to seeking review of the Commission’s de- 
nial of its request for an allocation of natural gas, Battle 
Creek and Illinois Power,‘ the latter was permitted to 
intervene in the proceeding before this Court, also seek 
review of the condition attached by the Commission to the 
certificate of public convenience and necessity issued to 
Trunkline requiring Trunkline to submit rate schedules 
reflecting “rolled-in” rates*® insofar as such rates affect 
deliveries made to Panhandle at Tuscola, Illinois (R. 
8526-30, 8540-1). 

Battle Creek, presently a customer of Panhandle, re- 
ceives its entire supply of natural gas from Panhandle’s 
so-called ‘‘west lateral” which extends from a point on 
Panhandle’s system designated as Freedom Junction to 
Kalamazoo, Michigan (R. 1451: Ex. 30, R. 5445-49). 
Battle Creek filed a petition to intervene (R. 7810-15) and 
by order of November 13, 1958 (R. 8004-06) was permit- 
ted by the Commission to participate as an intervener in 
the certificate proceeding initiated by Panhandle’s sub- 
sidiary, Trunkline. In the application filed with the Com- 
mission Trunkline did not propose to construct facilities 
extending into the State of Michigan in the vicinity of 
Kalamazoo. 

The genesis of the proceedings before the Commission 
was the filing of fifteen interrelated applications for cer- 
tificates of public convenience and necessity under Section 
7 of the Natural Gas Act. Battle Creek and Illinois 
Power do not raise any question with respect to the 
propriety of the Commission’s issuance of a certificate to 
Trunkline. The questions raised by them relate to the 
conditions imposed or not imposed by the Commission 
(Pet. Br. 6, 7; Ill. P. Br. 12-14), 


4Tllinois Power Company (Illinois Power) a local distributor of 
gas in the State of Illinois who intervened and participated with- 
out presenting any evidence before the Commission. 


5“Rolled-in” rates reflect total system costs. That is, the costs 
incident to the authorized expansion of Trunkline’s facilities 
would be combined with then existing costs and reflected in future 
rates to be charged. 
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Prior to the issuance of the certificate in the instant 
proceeding, Trunkline has operated a pipeline system 
extending from the Gulf Coast area to Tuscola, Illinois 
(Ex. 1, R. 2509). The major portion of Trunkline’s gas 
is sold and delivered to Panhandle at Tuscola, Illinois (R. 
312). The pre-existing delivery capacity of the pipeline 
was 375,000 Mef per day (R. 47). 

The certificate issued to Trunkline in the instant pro- 
ceeding authorized it to partially loop its main line trans- 
mission system from the Gulf Coast area to a point near 
Tuscola, Illinois; to install minor compressor facilities 
and to construct an extension of the system from a point 
near Tuscola, Illinois, to the Indiana-Michigan state 
border near Vistula, Indiana, and White Pigeon, Michigan 
(R. 47, 48, 52, 53, 54; Ex. 2, R. 2510; Ex. 4, 2521-29). 
Trunkline also was authorized to construct facilities to 
connect additional supplies of gas to be purchased from 
independent producers in the Gulf Coast area (R. 8533- 
8541). The additional facilities would increase Trunk- 
line’s capacity from 375,000 Mef per day to 510,000 Mef 
per day or an increase of 135,000 Mef per day (R. 47). 

Trunkline in its application for a certificate sought 
authority to deliver the total increase in capacity of 
135,000 Mef per day to Consumers (R. 7396). The Com- 
mission, however, as a condition attached to the certificate 
issued to Trunkline required it to deliver 6,000 Mef per 
day to Michigan Gas (R. 8541).° Thus, the volume to be 
delivered to Consumers would be reduced to 129,000 Mcf 
per day. 

In order to take deliveries of the 129,000 Mef of natural 
gas per day from Trunkline, Consumers will construct 
approximately 121 miles of 26-inch pipeline from the 
Indiana-Michigan Border near White Pigeon, Michigan 
to its Northville field in Michigan. This field and Overisel 
field are depleted natural gas fields and are to be con- 
verted into useable gas storage fields (Ex. 26, R. 5418; 


6 Michigan Gas was the only intervener, other than Battle Creek, 
who sought an allocation of natural gas in the Trunkline pro- 
ceeding. 
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RB. 198). The expenditure required on the part of Con- 
sumers to construct facilities necessary to take gas from 
Trunkline, to convert the depleted gas fields to storage 
fields and construct other facilities related to the fore- 
going, will total more than $31,000,000 (R. 202-03). 

Michigan Gas, in order to take gas from Trunkline, 
will construct an 18-mile pipeline extending from its ex- 
isting facilities at Sturgis, Michigan, to Trunkline’s facili- 
ties at the Indiana-Michigan border at a cost of $416,000 
(Ex. 40, R. 5476-5479; Ex. 41, 5480; R. 1491). 

After termination of the formal hearing in the pro- 
ceedings, briefs were submitted by all parties and on 
April 1, 1959, the examiner issued his decision, and even 
though he would have denied all applications filed in the 
proceedings (R. 8238), he specifically stated with respect 
to Battle Creek’s request for an allocation of gas from 
Trunkline as follows: 


Battle Creek, a customer of Panhandle, seeks what 
amounts to a peaking service, namely 4,000 Mef per 


day for the five winter months of November through 
March of each year, with no gas to be purchased by 
it during the other seven months of the year. It 
proposes to purchase this gas at Tuscola, at a rate 
based on incremental costs at that point, and to have 
the gas transported to its service area through Pan- 
handle’s facilities in the same manner that Battle 
Creek is presently receiving its gas supply, a portion 
of which is obtained by Panhandle from Trunkline at 
Tuscola. 
* ° * ° 

Battle Creek says it intends to file a Section 7 (a) 
application, if necessary, requesting the Commission 
to order Panhandle to deliver the additional 4,000 
Mef per day to Battle Creek if such quantity is made 
available in these proceedings, but in this connection 
it coneedes that “Panhandle might have to expand its 
facilities.” (sic) Moreover, it suggested on the rec- 
ord that its additional requirements could be met by 
displacement from Consumers during the critical cold 
periods of demand for Battle Creek and replaced 
during Consumers’ off peak, or storage, periods of 
demand. . 
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While it accords with applicable provisions of the 
Act to reserve allocations of gas contingent upon 
the outcome of other filings and proceedings, as the 
Commission at times has had occasion to do (Trans- 
continental Gas Pipe Line Corp., et al., Docket G- 
1411, et al., 469, 512, 520; Frederick Gas Co., Inc., 
Docket G-1944 (11 F.P.C. 691); Texas Gas Transmis- 
sion Corp., et al., Dockets G-1847, et al., (11 F.P.C. 
227, 273)), it must be clear at the outset that appro- 
priate arrangements can or have been made and that 
the proposal is economically feasible. Such a show- 
ing is lacking in the record here. Battle Creek made 
no showing that it is economically feasible for Trunk- 
line to render service to it, or that it is economically 
feasible for Battle Creek to buy gas for five months 
of the year, as it proposes, under a rate schedule for 
year-round firm service. Moreover, there is no proof 
as to any agreement between Consumers and Battle 
Creek, or that one could be reached, for its delivery 
of gas in the manner suggested, or what costs or 
operating difficulties would be associated therewith. 
Accordingly, Battle Creek’s involved proposal herein 
must be rejected. (R. 8231-32). 


With respect to the issue of “rolled-in’? rates versus 
‘““meremental’? rates the only other issue raised by the 
petition for review filed by Battle Creek and by way of 
Illinois Power’s intervention in the review proceeding, 
the examiner in his decision stated as follows: 


Staff rate witnesses testified that the rate to Con- 
sumers should be determined on the basis of a rolled- 
in cost allocation under any one of three different 
methods which they considered preferable to Trunk- 
line’s incremental method. They preferred, and in the 
event a certificate is issued in this proceeding, Staff 
counsel recommend, the Staff’s method number 1 
which rolls in all cost of new gas supply and facili- 
ties up to Tuscola, Illinois, and charges Consumers, 
in addition, the incremental costs of only the pro- 
posed extension from Tuscola to the Indiana-Michi- 
gan border.’ As the Assistant Chief of the Commis- 


5 Method No. 2 is a demand-mile, commodity-mile alloca- 
tion method, with two zones established. Zone 1 is Trunk- 
line’s system up to Tuscola, and Zone 2 is the sales lateral 
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sion’s Bureau of Rates and Gas Certificates testified, 
his recommendation was based upon “a principle of 
ratemaking” and that the ‘‘amount of dollars does 
not concern me here”; that he would stand on his 
“recommendations regardless of consequences”. 

Trunkline contends, however, that the determina- 
tion of rates on the basis of incremental costs as 
proposed by Trunkline is neither new or unusual and 
cites Natural Gas Pipe Line Company of America, 12 
F.P.C. 708; Tennessee Gas Transmission Company, 
4 F.P.C. 293; Virginia Gas Transmission Company, 
5 F.P.C. 721; El Paso Natural Gas Company, 5 
F.P.C. 115; United Gas Pipeline Company, 7 F.P.C. 
1010; Montana Power Company, 11 F.P.C. 1. Trunk- 
line’s rate witness referred to all of these cases 
during his testimony except the Montana case, which 
is no more applicable to the facts here than the 
others. As the Assistant Chief of the Commission’s 
Bureau of Rates and Gas Certificates explained at 
the hearing none of the cases cited by Trunkline’s 
witness “is comparable to the situation in this pro- 
ceeding.’ Furthermore the few cases cited by Trunk- 
line are to be contrasted with the hundreds, if not 
thousands, of cases in which the Commission has 
required or authorized rolled-in uniform rates, a few 
of which will now be discussed. 

In an earlier Panhandle case (10 F.P.C. 185, 192) 
dealing with the cost of Trunkline’s gas to Panhandle, 
the Commission held: 


‘“‘ ‘Rolled-in-rate.’—The state of the record is such 
that it is clearly appropriate to determine that 
the rates charged by Panhandle for its gas after 
the Trunkline supply becomes available should be 
rates which are sometimes referred to as ‘rolled- 
in’, whereby the cost of Trunkline gas is included 
along with Panhandle’s other costs; in other 
words, for all customers these rates should be 
based upon the total cost of Panhandle for ren- 
dering natural gas service. There is no reason 
why this method of handling the new gas supply 
should not be the appropriate one in this case. 


extending from near Tuscola to the Indiana-Michigan border. 
Method 3 is a system-wide allocation method applied to the 
existing system and all proposed facilities. 
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It is clearly established that the availability of 
Trunkline supply above Tuscola, Ill. the point of 
connection with Panhandle’s existing pipeline of 
the new Trunkline facilities, creates correlative 
benefits to all of the customers of Panhandle on 
its main line both northeast and southwest of 
Tuscola. This is apparent because, by each 
M.c.f. of the new Trunkline gas which is delivered 
above the Tuscola connection, there is a correla- 
tive release of pipeline capacity required to satis- 
fy the needs of Panhandle’s customers below that 
point, which result, through displacement or sub- 
stitution, supports the finding that there are 
equal benefits to all customers of Panhandle from 
the new Trunkline supply of gas.’’ 


It is noteworthy that Panhandle, in the instant pro- 
ceeding, is not proposing to purchase the additional 
135,000 Mecf from Trunkline and resell it to its custo- 
mers, including Consumers, as it has done in the 
past, but by causing Trunkline to make a direct sale 
to Consumers is attempting not only to avoid the 
effect of a rolled-in rate but, at the same time, is 


ignoring the urgent requirements of its other cus- 
tomers. 

When it was attempted to segregate a part of 
Northern Natural Gas Company’s system, the Com- 
mission said (8 F.P.C. at 257-258): 


‘¢# * * Based on the Palmyra project, for all 
intents and purposes the Trunkline and Northern 
Natural projects should be considered as one 
integrated project as uniform service therefrom 
will be available throughout the main line system 
of Northern Natural, and neither the additional 
gas nor the facilities could be identified with any 
particular sale. 

“Northern Natural has been operating over a 
period of some 20 years * * *. In 1945 Northern 
Natural had a pipeline capacity of 260,000 M.c.f. 
per day. Since that time it has received Com- 
mission authorization on several different occa- 
sions to increase its delivery capacity, and at the 
present time its authorized delivery capacity is 
470,000 Mcf per day. Through this development 
stage it has been confronted with fluctuating con- 
struction costs, has been required to increase its 
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reserves consistent with its expansion and also 
has had rate reductions on its jurisdictional busi- 
ness. It is significant to note that throughout 
this period of expansion, and taking into con- 
sideration the many problems relating thereto 
from the standpoint of operation, costs and earn- 
ings, Northern Natural has never seen fit to vary 
from its policy of a uniform system-wide rate 
structure for sale from its main line transmis- 
sion system. 

“Accordingly, from this present record it appears 
that Northern should continue its present prac- 
tice of charging a uniform demand-commodity 
form of rate for all sale-for-resale services on 
its main line system after it commences its pur- 
chases of gas from Trunkline. This is consistent 
with Commission’s past position in that it held 
that ‘In the absence of compelling reasons to the 
contrary, it is good and desirable practice to fix 
rates that are uniform.’? 


“1 In the Matter of City of Cleveland v. Hope Natu- 
ral Gas Company, 3 F. P. C. 150 at p. 190.” 


It is therefore clear that increased cost of facilities 
and gas, i.e., the factors relied upon by Trunkline in 
the instant case to support its proposed incremental 
rate to Consumers, is not, never has been, and must 
never be permitted to become, justification for in- 
cremental rates. 

Another case directly in point is the Commission’s 
decision issued December 19, 1956 in El Paso Natural 
Gas Company's (El Paso) Docket G-10499 (16 F.P.C. 
1354).6 The New Mexico Public Service Commission 
had become increasingly concerned about the pattern 
which was presented by the accelerating expansion of 
El Paso’s plant and the facilities devoted either ex- 
clusively or in a very large degree to the service of 
California customers, and particularly with respect 
to the impact of the expansion upon the cost of gas 
in New Mexico, and it was primarily with respect to 
this problem that the New Mexico Commission inter- 
vened. The New Mexico Commission opposed the 
certificate sought by El Paso unless what it consid- 


6The undersigned Examiner was also the Presiding Ex- 
aminer in the El Paso proceeding. 
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ered reasonable terms and conditions were attached 
to the certificate requested. It therefore urged the 
Commission to condition the certificate so as to re- 
quire that the records of El Paso be maintained to 
show the cost of properties to be constructed to fur- 
nish the additional 150,000 Mef per day involved to 
California customers and also to show the costs of 
the quantities of gas shown by El Paso to support 
its ability to render the additional service so that 
such records could be used by the New Mexico Com- 
mission in the future El Paso rate proceedings as a 
basis for arguing that the costs shown in such rec- 
ords should be attributed solely to the California 
customers. The request assumed that portions of the 
El Paso system could be said to be used for the sole 
purpose of serving the California customers. The 
Commission in its opinion held (16 F.P.C. at 1356): 


“The New Mexico Commission requested that ac- 
counting for the costs of El Paso’s proposed 
project be kept on a separate basis from the 
remainder of system costs. We do not find such 
a request to be in the public interest. The proj- 
ect will be an integral part of El Paso’s natural- 
gas system.. The addition of operational flexi- 
bility will accrue to the advantage of consumers 
in New Mexico as well as those on other parts 
of the system. Under the circumstances of this 
ease, the Commission’s allocation procedures do 
not provide for accounting on an incremental 
basis of a project incorporated into El Paso’s 
integrated system. Although the overall rate of 
return on E] Paso’s system may decrease slightly 
as a result of the addition of this project to the 
system, such an effect is more than counter- 
balanced by the benefits derived from the project 
by ultimate consumers in California.’’ 


El Paso in its reply to the petition for rehearing 
of the New Mexico Commission stated in part: 


“Tt is quite apparent that while the facilities for 
which Applicant was granted a Certificate in this 
ease are primarily to transport additional gas 
in the amount of 150,000,000 eubie feet per day 
to California, nevertheless E] Paso’s entire sys- 
tem will benefit by this additional supply of gas 
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(125,000,000 eubie feet of which is dry gas) which 
will enable El Paso to operate more efficiently 
and better meet its peak requirements. This, of 
course, is just as important to the gas consumers 
in New Mexico as it is to the gas consumers in 
California. It simply is not possible to segregate 
a particular unit of facilities on an integrated 
system such as El Paso’s, and say that those 
facilities will be charged only to certain custo- 
mers. The very purpose of an integrated system 
makes it impossible to so segregate a unit or 
units of an integrated system. 

El Paso respectfully submits that if the motion 
of Intervener were granted, and E] Paso were 
required to keep books, records and accounts re- 
lating to this project, every other customer of 
El Paso would have the same right, as a result 
of any further expansion, to insist that separate 
books and accounting records be maintained in 
respect to any given segment of El Paso’s facili- 
ties. El Paso’s system would no longer be an 
integrated system, and not only New Mexico 
but all of El Paso’s customers would lose the 
benefits accruing to them from operating E] Paso 
as an integrated system. It certainly is not in 
the public interest to require this project or any 
other projects of El Paso to be considered as a 
separate segment of El] Paso’s system. El Paso 
respectfully urges that the Commission in its 
original Opinion clearly and correctly decided 
this question, and that the motion of Intervener 
should in all things be denied.” (Note: Motion 
was denied by Commission order issued February 
1, 1957). 


The Commission has consistently held that the fa- 
cilities of El Paso constitute an integrated system 
for the production, gathering, transmission. and sale 
of natural gas and has struck down any and all pro- 
posals predicated on the assumption that any portion 
of the system can be said to be used for any one 
customer or group of customers. For example, in 
its Opinion No. 278 issued November 23, 1954 in 
Docket G-2018 the Commission said: 


“We again find, therefore, that for the purposes 
of cost allocation, as well as for other purposes, 
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the facilities of El Paso constitute an integrated 
system.*! 


“42 Findings to the same effect are contained in the 
following orders, among others, issued subsequent to 
the above-quoted opinion [9 F.P.C. 170]: order issued 
June 23, 1952, at Docket Nos. G-1630, et al., order is- 
sued June 29, 1958, at Docket Nos. G-2106, et al., El 
Paso has not for any purpose heretofore challenged or 
questioned findings that the whole of its facilities con- 
stitute an integrated system.” 


In another proceeding the Commission adopted the 
initial decision in United Gas Pipe Line Co., Dockets 
G-1142, et al., issued July 18, 1955, in which the Ex- 
aminer discussed at length the unfounded claim of 
Mississippi River Fuel Corporation ‘that a cost allo- 
cation based on specific facilities and specific sources 
of gas is the only lawful way to reach just and rea- 
sonable rates which could be made applicable to it’. 
In this connection the Commission held that as a 
matter of principle in a large pipeline operation (such 
as that proposed by Trunkline) it would be improper 
to allocate separately specific facilities to a specific 
customer for the purpose of determining cost and 
rates since the facilities as a whole were for the 
benefit of all customers on the system. Its position 
was sustained on review by the United States Court 
of Appeals for the District of Columbia (Mississippi 
River Fuel Corp. v. Federal Power Commission, 252 
F. 2d 619, cert. den. 355 U. S. 904). 

The initial decision issued March 24, 1959, in North- 
ern Natural Gas Company’s (Northern) Dockets G- 
14679 and G-14779, now pending before the Commis- 
sion, authorizes Northern subject to Commission ap- 
proval, to increase its system capacity by approxi- 
mately 100,000 Mcf daily to supply (1) Northern 
Illinois Gas Company (Northern Illinois), a new cus- 
tomer, 50,000 Mef daily, involving new transmission 
facilities to be constructed by Northern at an esti- 
mated cost of $8,223,200 and new transmission facili- 
ties to be constructed by Northern Illinois at an 
estimated cost of $12,420,000, and (2) increased de- 
liveries to 23 of Northern’s existing customers. 
Northern’s additional service to its existing custo- 
mers is a reflection of the type of annual construction 
program it has followed over the years. 
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Northern’s deliveries to Northern Illinois would 
be made at a point near East Dubuque, Illinois. 
Northern would build a total of 46.3 miles of 30-inch 
loop line paralleling sections of its existing system 
in Iowa, Nebraska and Kansas, and would install an 
additional 6,000 compressor horsepower at stations 
in these same states. It would also build an 18-mile 
extension to an existing lateral and construct a meas- 
uring station near East Dubuque. Northern Illinois, 
to accept deliveries from Northern and transport the 
gas to points of connection with its existing distribu- 
tion system, would build facilities costing an esti- 
mated $12,420,000 and including about 138 miles of 
22-inch main line. 

Approval of the initial decision in the Northern 
case will mean that Northern Illinois will receive the 
50,000 Mef per day at Northern’s uniform Zone 3 
rates—which are to be contrasted with Trunkline’s 
unacceptable incremental rate proposed herein for 
sales to Consumers. 

In situations of this kind it is the principles in- 
volved that are controlling. In the Northern case 
there was, of course, complaint by some of Northern’s 
customers of the claimed inequity of burdening North- 
ern’s present customers with part of Northern IIli- 
nois’ cost of service and the impact on Northern’s 
service area which the diversion of gas to[Northern 
Illinois, 156 miles away, would entail. By charging 
Northern Illinois at the same rates as those appli- 
cable to Northern’s present customers, Northern uses 
a rolled-in cost of gas purchased in computing cost 
of service—that is, the price to Northern of the in- 
erement of higher cost gas necessary to make the 
Northern Illinois sale is averaged in with the rest of 
Northern’s cost of gas purchased. 

Accordingly, in view of the fact that Trunkline’s 
existing and proposed facilities would constitute an 
integrated system, no part of which would be used 
solely to serve one customer or one particular group 
of customers, the costs associated with the additions 
to the existing facilities of that integrated system 
and the costs associated with the additions of the gas 
supply of that integrated system could not be re- 
garded as being for the exclusive benefit of any one 
customer or one particular group of customers and 
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therefore the total cost of the integrated system 
must, as a matter of sound regulatory principle, be 
rolled in with all system costs for rate making pur- 
poses. (R. 8202-08). 

Exceptions to the examiner’s decision were filed by 
Battle Creek (R. 8449-53) with respect to his conclusions 
that Battle Creek had not on the record demonstrated 
the feasibility of its project. 

In the exceptions Battle Creek stated, with respect to 
the examiner’s conclusions, among other things, as 
follows: 


The conclusions stated above misconceive the whole 
purport of Battle Creek’s intervention and request. 
In this proceeding Battle Creek seeks merely a reser- 
vation of a small quantity of the gas which the facili- 
ties proposed will make available. In its petition to 
intervene, Battle Creek made it plain that it desired 
to be permitted to participate in the increased supply 
of natural gas to become available to the integrated 
system. This position has been maintained through- 
out these proceedings. If additional quantities of 
gas are brought to the area surrounding the commu- 
nity which Battle Creek serves, and Battle Creek 
demonstrates its acute need for additional supply, 
then it should be permitted to share in the gas avail- 


ble. 

The method of obtaining delivery of the gas will 
be, as repeatedly stated on the record, the subject of 
another proceeding. * * * (Italics supplied) (R. 8451- 
8452). 

The Commission on May 22, 1959, issued its Opinion 
No. 321, in the Matters of Trunkline Gas Company, et al., 
21 F.P.C. 704, which, while reversing the examiner’s ac- 
tion denying all applications for certificates of public 
convenience and necessity, amplified or summarized the 
examiner’s conclusions as to the issues of “rolled-in” rate 
and serving an allocation of gas for Battle Creek, and 
adopted his conclusions with respect to these two issues 
(R. 8527-8530, 8531). 

In its application for rehearing (R. 8558-68) Battle 
Creek alleged, among other things, as follows: 
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Battle Creek is aggrieved by the denial of an allo- 
eation of a portion of the gas supply to be made 
available by the certification of the increased facilities 
of Trunkline Gas Company (hereinafter referred to 
as Trunkline) and the additional gas reserves au- 
thorized to be attached to the system and by the 
imposition upon it as an indirect customer of Trunk- 
line of additional costs without commensurate benefits 
(sie) (R. 8559-61). 


Battle Creek proposed to instigate Section 7 (a) 
proceedings [against Panhandle] in the event a gas 
supply was authorized. Such proceedings contem- 
plate an order by the Commission rather than mutual 
agreement between the parties (R. 8563). 


WuererorE; by reason of the foregoing, Battle 
Creek states that it is aggrieved by the Commission’s 
Order issued May 22, 1959 in this proceeding; and 
Battle Creek requests the Commission to grant re- 
hearing of such Order and thereupon, without fur- 


ther hearing, to abrogate its Order of May 22, 1959, 
insofar as such Order pertains to Battle Creek, and 
issue in its stead an Order reserving for Battle Creek 
an allocation of natural gas from Trunkline as re- 
quested by Battle Creek’s petition to intervene in 
these proceedings. In the alternative Batile Creek 
requests that Paragraph (B) of the Order pertaining 
to the rates to be charged be deleted and the rate 
schedule as proposed by Trunkline in its application 
be accepted for filing. (Italics supplied) (R. 8567). 

Battle Creek presented no testimony during the course 
of the hearing with respect to the “rolled-in” rate ques- 
tion even though it was fully cognizant of the staff’s 
position with respect to this issue. 

Illinois Power presented no testimony in the proceed- 
ings, filed no exceptions to the examiner’s decision and 
filed with the Commission no application for rehearing 
with respect to the Commission’s determination of the 
“‘rolled-in’’? rate issue concerning which it complains as 
an intervener in the review proceedings before this Court. 
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STATUTES INVOLVED 


Pertinent here are parts of Sections 3, 4 (b), 7 (a) (¢) 
(e), 19 (b) of the Natural Gas Act, 52 Stat. 821; amended, 
56 Stat. 83 (1942); 15 U.S.C. 717b, 717e (b), 717£ (a) 
(ec) (e), T17r (b). Also Section 2 (d) (e) and 7 (c) of 
the Administrative Procedure Act of June 11, 1946 ¢. 324, 
60 Stat. 243, 5 U.S.C. 1001 (d) (e) and 1006 (c). Pam- 
phlet copies of the Acts will be lodged with the Clerk for 
the convenience of the Court. 


SUMMARY OF ARGUMENT 


I. Battle Creek, as the proponent of a Section 7 (e) 
condition requiring Trunkline to provide it with an allo- 
cation of gas, in the nature of a “winter peaking service”, 
failed to sustain its burden of proof which required it to 
show the requested service to be economically feasible. 

The type of service sought by Battle Creek is unknown 
on the integrated Panhandle-Trunkline system and Trunk- 
line was opposed to the request. Petitioner is solely a 
customer of Panhandle, who was not a party to the pro- 
ceeding before the Commission. Battle Creek, however, 
claimed that it would file a Section 7 (a) application at a 
subsequent date seeking a Commission directive ordering 
Panhandle to transport gas from the Trunkline system 
to Battle Creek, Michigan. Battle Creek asserts that the 
question of economic feasibility should be deferred to this 
subsequent Section 7 (a) proceeding against Panhandle, 
but inexplicably does not inform the Court when it pro- 
poses to prove economic feasibility against Trunkline, or 
to its own markets in Battle Creek, Michigan. 

Accordingly, the record and Battle Creek’s own asser- 
tions amply support the Commission’s adoption of its 
examiner’s finding that Battle Creek had not made a 
showing that its proposal was economically feasible to 
Trunkline or to Battle Creek’s market, i.e., Battle Creek 
not having shown the cost of winter peaking service to 
Trunkline, simply cannot allege that it could pay rates 
predicated on such unknown costs. 
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II. On the second issue before the Court, Battle Creek 
relies on the argument of Illinois Power. Review is 
sought of that part of the Commission’s order directing 
Trunkline to file a form of rate based upon the “rolled- 
in’’ costs of its existing and expanded service. [Illinois 
Power contends that, as a customer of Panhandle, it will 
be obliged to pay higher rates for gas, but receive no 
benefits from Trunkline’s expansion. 

Both the Commission’s order and its examiner’s recom- 
mended decision found that the retail customers of the 
integrated Panhandle-Trunkline systems (Panhandle, the 
corporate parent of Trunkline purchased 98 per cent of 
Trunkline’s certificated capacity before the expansion pro- 
ceeding) will receive both tangible and intangible benefits. 
The recorded proceedings amply support this finding. 
Specifically, more gas will be available to Panhandle dur- 
ing the early years of the expansion project. The Trunk- 
line system and the Panhandle system will be markedly 
strengthened by increased main line operational flexi- 
bility, by gathering line operational flexibility, Trunkline’s 
newly acquired access to additional prolifie gas produc- 
tion areas on the Gulf Coast and by inexpensive expansi- 
bility resulting from the partial looping of the existing 
main transmission line. 

Aside from these benefits flowing directly and indirectly 
to all customers of the integrated Panhandle-Trunkline 
systems, the order issued is the product of the Commis- 
sion’s pragmatic judgment which has a reasonable basis 
in the record of the proceedings. The Commission’s 
order is also supported by judicial decisions, by the Com- 
mission’s long standing policy as reflected in Commission 
case precedents and sound regulatory principles. 


ARGUMENT 


I. Petitioner, as the proponent of a Section 7 (e) con- 
dition, failed to sustain its burden of proof 


The proceedings before the Commission, so far as con- 
cerned here, were upon an application for a certificate of 
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public convenience and necessity pursuant to which Trunk- 
line was seeking authority (a license in the form of a 
certificate of public convenience and necessity) to con- 
struct and operate additional facilities and to sell 135,000 
Mef of natural gas per day to Consumers. Such pro- 
ceedings, therefore, which give rise to the review proceed- 
ing before this Court, involve “licensing” as that term is 
used in the Administrative Procedure Act, Section 2 (e); 
5 U.S.C. 1001 (e).” 

Section 2 (e) of the Administrative Procedure Act de- 
fines “license” to mean: * 


* * * the whole or part of any agency permit, certifi- 
cate, approval, registration, charter, membership, 
statutory exemption or other form of permission. 
(Italics supplied) 


Section 2 (d) of the same Act defines “order” to mean: 


* * * the whole, or any part of the final disposition 
(whether affirmative, negative, injunctive or declara- 
tory in form) of any agency in any matter other than 
rule making but including licensing. (Italics supplied) 
Section 7 (c) of the Administrative Procedure Act with 
respect to “evidence”, in pertinent part, provides as 
follows: 


Except as statutes otherwise provide the proponent 
of a rule or order shall have the burden of proof. 


eee 
The legislative history of the Administrative Procedure 
Act discloses, however, that after a “proponent of [an] 
order” has gone forward with a “prima facie case” that 
“other parties, who are proponents of a different result 
* * * have a burden to maintain.” ® 


7 Administrative Procedure Act of June 11, 1946, c. 324, 60 
Stat. 243, U.S.C. Title 5, Section 1001, et seg. 


8 “Licensing” in the same section is defined to include: 
x ee agency process respecting the grant, renewal, denial, 
revocation, suspension, annulment, withdrawal, limitation 
amendment, modification, or conditioning of a license. 


°In the report of the Senate Committee on the Judiciary on 
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Trunkline as the “proponent of an order” before the 
Commission was seeking a “license” to expand and ex- 
tend its facilities and to sell 135,000 Mef of natural gas 
per day to Consumers. It was seeking, also, to sell such 
natural gas under a form of rate schedule which provided 
only for year-around service (Ex. 21, R. 5387-95). It 
proposed to sell no gas to Panhandle nor did it propose 
to sell gas to other persons with the idea that the gas 
be transported through the facilities owned and operated 
by Panhandle. 

Battle Creek, as an intervener in the proceedings, was 
seeking gas (4,000 Mcf per day) for only the five winter 
months of each heating season (R. 1455). It proposed 
in a vague manner that during the other seven months 
of the year that such volume of gas could be delivered 
to Consumers for storage purposes (R. 1456-7). Battle 
Creek did not propose to construct facilities to enable it 
to take gas directly from Trunkline. Rather it proposed 
that such gas could be delivered to Panhandle at Tuscola, 
Illinois, for Battle Creek’s account and that such gas 
could be redelivered through Panhandle’s existing facili- 
ties (R. 1456). Battle Creek indicated on the record that 
all it was seeking was a reserved allocation of 4,000 Mef 
of natural gas per day from Trunkline for the five winter 
months and that the technical details of its proposal could 
be worked out in a subsequent proceeding involving the 
filing of an application pursuant to Section 7 (a) of the 
Natural Gas Act? to require Panhandle to transport gas 


Section 7 which became the Administrative Procedure Act the 
Committee stated: 


That the proponent of a rule or order has the burden of 
proof means not only that the party initiating the proceeding 
has the general burden of coming forward with a prima facie 
case but the other parties, who are proponents of some dif- 
ferent result, also for that purpose, have a burden to main- 
tain. (Administrative Procedure Act, Legislative History, 
Sen. Doc. No. 2481 79th Cong. 2d Sess., 208 (1946); see also 
p. 270). (Italics supplied) 


10 Section 7 (a) of the Natural Gas Act provides: 
Sec. 7. (a) Whenever the Commission, after notice and 
opportunity for hearing, finds such action necessary or desir- 


from Tuscola, Illinois to Battle Creek, Michigan (R. 
1465). Battle Creek had no discussions with Panhandle 
or Trunkline looking toward such a transportation ar- 
rangement (R. 1547-8). 

Inasmuch as Battle Creek was the proponent of a “dif- 
ferent result” from that sought by Trunkline as the “pro- 
ponent of an order”, Battle Creek assumed the burden 
of showing that the “different result”, that is, a condi- 
tioned order requiring Trunkline to allocate 4,000 Mcf to 
Battle Creek was required by the public convenience and 
necessity. 

Battle Creek wholly failed to meet this burden. 


A. The Section 7 (e) condition requested by Battle Creek 
is totally lacking in evidentiary support. 


Simply stated, Battle Creek proposed that the Commis- 
sion issue a directive in the form of a condition attached 
to the issuance of a certificate of public convenience and 
necessity to Trunkline requiring Trunkline to reserve a 


portion of its expanded capacity for Battle Creek’s future 
disposition. Implicit in this request, of course, is the 
concomitant request that Trunkline sell and deliver, via 
Panhandle, the requested volumes of winter gas (R. 1560). 

To ascertain the details and thereby the defects of 
Battle Creek’s request, reference is made to the record 


able in the public interest, it may by order direct a natural- 
gas company to extend or improve its transportation facili- 
ties, to establish physical connection of its transportation fa- 
cilities with the facilities of, and sell natural gas to, any per- 
son or municipality engaged or legally authorized to engage 
in the local distribution of natural or artificial gas to the 
public, and for such purpose to extend its transportation fa- 
cilities to communities immediately adjacent to such facilities 
or to territory served by such natural-gas company, if the 
Commission finds that no undue burden will be placed upon 
such natural-gas company thereby: Provided, That the Com- 
mission shall have no authority to compel the enlargement of 
transportation facilities for such purposes, or to compel such 
natural-gas company to establish physical connection or sell 
natural gas when to do so would impair its ability to render 
adequate service to its customers. (52 Stat. 824 (1938); 15 
U.S.C. § 717£ (a)). 
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and specifically to the testimony of Mr. William J. Thiel, 
Vice President and General Superintendent of Battle 
Creek, which is as follows: 


Q. Do I understand you to say, Mr. Thiel, that you 
propose to take this gas only for the five winter 
months at about 100 per cent load factor at the 
rate of 4,000 Mef a day, and to take none through 
the remaining seven months of the year? That is 
right, isn’t it? 

. That is right. 

. Now, do I also understand you to have said in 
response to some questions (p)ut by Mr. Palmer, 
that you would not expect to pay for that volume 
of gas on a year-round basis, that is, on the annual 
load factor, but rather would expect to pay for it 
on the basis of just on the five-month basis, is 
that right? 

A. That is right. (R. 1555). 

It is clear from the record that Battle Creek was seek- 
ing 4,000 Mef of gas daily during each of the five winter 
months of November, December, January, February and 
March (BR. 1455). The gas, as indicated elsewhere in the 
witness’ testimony, would be taken on a computed annual 
load factor of 41 per cent (R. 1556), but inexplicably, 
Battle Creek under its proposal would pay for winter 
gas at a rate based upon 100 per cent use of the gas on 
a year-around basis. Clearly, Battle Creek cannot be 
permitted to utilize facilities 41 per cent of the time and 
pay for them on rates predicated upon full utilization. 

Trunkline had not proposed to sell natural gas on such 
basis and there was no evidence in the record with respect 
to rates and rate schedules other than that offered by 
Trunkline and the Commission’s staff. It was incumbent 
upon Battle Creek, therefore, to present evidence in the 
record to demonstrate that its proposal to take gas from 
Trunkline, via Panhandle, was feasible. This it failed 
to do. 

Battle Creek’s witness did mention rather vaguely that 
in some manner the facilities of Panhandle, Consumers 
and Storage Company could be utilized for the summer 
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gas Battle Creek would not take. The witness indicated 
that if Consumers needed more gas, Battle Creek would 
make available to them volumes of surplus gas it had 
during summer periods (R. 1456-7). Battle Creek did not 
know whether Consumers could utilize surplus summer 
gas and had not calculated the costs to Consumers of 
storing such summer gas (R. 1553-4). Significantly, Battle 
Creek in its brief to this Court, nowhere alleges that it 
presented a forthright, concrete plan to the Commission 
for the disposition of the summer surplus gas which would 
result from Battle Creek’s proposed 41 per cent annual 
utilization of Trunkline’s facilities required to render the 
winter service sought by it. 

Battle Creek wholly failed to demonstrate on the record 
that it could or would pay Trunkline for gas on the only 
basis supported by the facts of record, that is, on a year- 
around basis. It failed to present evidence of the effects 
of its own proposal on Trunkline, that is, the taking of 
gas on a 41 percent load factor basis. It therefore failed 
to show the effect upon its own consumers of taking gas 
for five months and having to pay for it on a year-around 
basis, and the effect upon Trunkline of taking gas on any 
other basis. 

Battle Creek, further, failed to show on the record that 
it had or could make the arrangements with Consumers 
necessary to carry its proposal to fruition. 

Battle Creek ignores its burden of proof and Commis- 
sion decisions which require that a company: 


seeking to obtain directives from this Commis- 
sion to require a natural-gas company to provide gas 
for resale in communities which the natural-gas com- 
pany does not voluntarily request to serve, should 
present evidence in the record sufficient to show that 
the requested service is not only necessary or desir- 
able in the public interest but is also in the economic 
interests of both the prospective consumers and the 
natural-gas company. * * * Michigan-Wisconsin Pipe 
Line Company, et al., 9 F.P.C. 127, 166 (1950). See 
also Town Gas Company, et al., 19 F.P.C. 143 (1958). 
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B. Battle Creek concedes that showing of economic feas- 
ibility was contingent upon further proceedings. 


Battle Creek concedes that it did not present a full and 
complete case in the proceedings before the Commission. 
This it recognizes when it states: 


* * * It [Battle Creek] offered several alternative 
methods of procuring the gas and declared its inten- 
tion of initiating a further proceeding to determine 
the technical elements involved (Pet. Br. 12). 


The “further proceedings” to which Battle Creek refers 
is the initiation by it of a proceeding under Section 7 (a) 
of the Natural Gas Act for an order of the Commission 
requiring Panhandle to transport Trunkline gas from 
Tuscola, Illinois, to Panhandle’s point of delivery of gas 
to Battle Creek, in Michigan, ante p. 15. 

The Commission, however, is not required to condition 
a certificate of public convenience and necessity on the 
contingency of future action by the proponent of a con- 
dition. Lynchburg Gas Co. v. F.P.C., —— F. 24 —— 
(CA 3), No. 12953, decided February 24, 1960. Cf. Sun- 
ray Mid-Continent Oil Co. v. F.P.C., 239 F. 2d 97 (CA 
10), reversed on other grounds, 353 U.S. 944: Sunray 
Mid-Continent Oil Co. v. F.P.C., 267 F. 2d 471 (CA 10). 

Battle Creek says that the decision of the examiner, 
and thus of the Commission, is “not consistent” with past 
determinations. It relies on two supposedly discordant 


11In this connection Battle Creek in its brief filed with the 
Commission stated: “Granted Panhandle might need to expand 
its facilities * * *” to deliver gas to Battle Creek in the event 
the Section 7 (a) order were issued. (Initial Brief of Battle 
Creek Gas Company filed with the Commission on February 26, 
1959, in Trunkline Gas Company, et al., Docket Nos. G-15394, et 
al., p. 8). Assuming, without conceding, that the Commission has 
power under Section 7 (a) of the Act to require Panhandle to 
transport gas for Battle Creek, the Commission would not have 
authority under Section 7 (a) of the Act to compel Panhandle 
“to expand” its facilities even though discrimination among cus- 
tomers was involved. Panhandle Eastern Pipe Line Co. v. F.P.C. 
204 F. 2d 675, 680 (CA 8); The Central West Utility Co. v. 
F.P.C. 236 F 2d 287, 289 (CA 3); The Central West Utility Co. 
v. F.P.C. 247 F. 2d 306, 312 (CA 3). 
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decisions made on quite different records. It is doubted 
whether claims of inconsistency, without more, raise any 
question for judicial review. Battle Creek in alleged 
support of its claimed inconsistency relies upon Carolina 
Natural Gas Corporation, et al., 10 F.P.C. 469 (1950) and 
Shenandoah Gas Co., Docket No. G-1448 orders issued 
April 30, 1953 and April 28, 1954 (unreported). In nei- 
ther of those cases was any question raised with respect 
to the economic effect upon the pipeline company in the 
event the Commission were to require the pipeline com- 
pany to render the requested service. The economic feasi- 
bility question was related solely to the companies re- 
questing the service. In the instant case there were posed 
serious questions of economic feasibility not only with 
respect to Battle Creek but as to Trunkline as well. The 
evidence presented by Battle Creek could not lead to any 
conclusion other than to resolve the question against 
Battle Creek. 

Further, in any subsequent proceeding such as a 7(a) 
application proceeding against Panhandle how could the 
question of economic feasibility be resolved with respect 
to Trunkline? If Battle Creek’s position is correctly 
understood Trunkline would not be a party to that pro- 
ceeding. 

If Battle Creek contemplated filing a Section 7 (a) ap- 
plication against Panhandle to require delivery of Trunk- 
line gas for Battle Creek’s account, it had ample oppor- 
tunity to do so between the time that Trunkline’s applica- 
tion was filed with the Commission and the date the hear- 
ing was held on such application. The application was 
filed on July 3, 1958. Battle Creek filed its petition to 
intervene on October 10, 1958. In such petition Battle 
Creek sought permission to intervene and requested that 
it “be permitted to participate in the increased supply 
of natural gas to become available to said [Trunkline- 


12The Supreme Court has scotched the notion that an agency 
must “deal with all cases at all times as it has dealt with some 
that seem comparable.” F.C.C. v. WOKO, Inc., 329 U.S. 228, 228. 
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Panhandle] integrated system.” (R. 7813). It was fully 
cognizant of Trunkline’s proposal to deliver the full addi- 
tional capacity of its system to Consumers. The hearings 
on the application commenced November 17, 1958 and 
terminated February 9, 1959. If Battle Creek seriously 
contemplated filing a 7 (a) application against Panhandle 
it had ample opportunity to do so during the period from 
July 3, 1958, the date of the filing of Trunkline’s appli- 
cation, and November 17, 1958, the date the hearings 
commenced. Battle Creek’s 7 (a) application argument 
appears to be an afterthought. 

The proposal of Battle Creek is in sharp contrast with 
that of Michigan Gas, the only other intervener in the 
proceedings which sought a supply of gas from Trunk- 
line. Michigan Gas sought gas directly from Trunkline’s 
facilities. Its proposal encompassed the expenditure by 
Michigan Gas of $416,000 to construct facilities extending 
from its distribution system at Sturgis, Michigan, to a 
point of connection with Trunkline’s then proposed pipe- 
line extension to the Indiana-Michigan border near White 
Pigeon, Michigan. Despite its large expenditure for fa- 
cilities, Michigan Gas asked for no special concession in 
rates. Michigan Gas sought and was granted an allocation 
of 6,000 Mef of natural gas per day. It had borne its bur- 
den of proof.* 


18In this connection the Court’s attention is directed to the 
fact that in the conclusion to its brief, Battle Creek seemingly re- 
quests the Court to reverse in its entirety the Commission’s order 
issued May 22, 1959 (Pet. Br. 15). However, it is indicated else- 
where that Battle Creek is really seeking “allocations of gas to 
all customers in the area proposed to be served seeking such allo- 
cations * * *.” (Pet. Br. 11). There were only two customers in 
the area “seeking such allocations”, Battle Creek and Michigan 
Gas. Michigan Gas sought and was granted an allocation. There- 
fore, the only person (not a customer) “seeking” an allocation is 
Battle Creek. 
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II. The Commission’s application of the “rolled-in” rate 
principle to Trunkline’s_ certificated expansion of 
service is supported by the record and is reasonable. 


The record in the proceedings clearly demonstrates that 
the Commission correctly concluded that a “rolled-in” 
rate should be made applicable on a system-wide basis to 
Trunkline’s customers, including Panhandle which receives 
gas from Trunkline at Tuscola, Illinois. The Commis- 
sion’s conclusions (1) that all the costs of Trunkline’s 
existing and expanded service should be “rolled-in” up to 
Tuscola, Illinois, and thus borne by all the ultimate con- 
sumers of Trunkline gas; and (2) that the direct assign- 
ment of costs incident to Trunkline’s proposed main line 
extension beyond that point should be made to those 
served from the extension, thereby creating a new zone 
for Trunkline’s system, have ample evidentiary support, 
foundation in Commission policy, in case precedent and 
in fundamental regulatory principles. 

Trunkline in its application filed in these proceedings 
and in the rate schedule filed in conjunction therewith 
proposed to charge a rate for the sale of gas to Con- 
sumers on an incremental cost basis (R. 134). That is, 
a rate based on the cost of Trunkline’s proposed expan- 
sion project including new gas purchase costs, the new 
gathering lines, the partial looping of Trunkline’s main 
transmission line, the addition of a compressor, and the 
extension of facilities from Tuscola, Illinois to White 
Pigeon, Michigan (Ex. 20, R. 5383; R. 1025, 1103). 

Trunkline’s theory was that all the new gas purchased, 
the new gathering lines and the partial looping of the 
main transmission line and the installation of compression 
in addition to the extension of its pipeline from Tuscola, 
Illinois to White Pigeon, Michigan would redound only to 
the benefit of Consumers (R. 383). 

Based upon its incremental cost theory Trunkline pro- 
posed to sell gas only to Consumers pursuant to a rate 
schedule effective for only three years * (Ex. 21, R. 5388- 


14 While Trunkline proposed that the rate schedule be effective 
for three years the Commission ordered, among other things, in 
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5390; R. 1622-1624) under a two part rate comprised of a 
demand charge of $3.75 per Mef of contract demand and 
a commodity charge of 34 cents, which at a 100 per cent 
load factor would amount to an average rate to Con- 
sumers of 45.75 cents per Mef. This compares to the 
average rate of 27 cents per Mef at which Trunkline was 
delivering gas to Panhandle at Tuscola, Dlinois (R. 383, 
1403). 

The Commission’s staff, unbiased, unprejudiced and 
non-partisan, was the only party to the proceedings which 
disagreed with Trunkline’s incremental rate theory.* The 
staff contended that costs should be allocated on a system 
wide or “rolled-in” cost basis and distributed among all 
customers of Trunkline, which would include Panhandle 
(R. 312). 

Battle Creek and Illinois Power as customers of Pan- 
handle object to the staff sponsored “rolled-in” rate allo- 
cation, adopted by the Commission, because of its possible 
impact upon them. They adopt the no benefit theory. 

During the course of the hearing the Commission’s staff 
proposed three methods of allocating costs on a “rolled- 
in” basis (Ex. 46, R. 5489-5522; R. 1616-1617). These 
methods were sponsored by a Commission staff witness 
who qualified as an expert rate engineer. Among other 
qualifications (R. 1613-1615), the staff expert witness had 
18 years experience in his profession (R. 1613). He testi- 
fied that there were “more reasonable costing methods” 
than Trunkline’s incremental costing method (R. 1615), 
and recommended the use of method no. 1 as being “the 
most reasonable” in the circumstances of this case (R. 
1819). 

Under method no. 1, Trunkline’s costs are computed 
for the year 1962 on a system-wide basis from the Gulf 


the order issuing a certificate to Trunkline that these limitations 
as to availability of service and time be removed from the rate 
schedule (R. 8540-41). 


15 Trunkline and Commission staff were the only parties to the 
proceedings which presented rate testimony. 
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Coast to Tuscola, Illinois. Included in this “rolled-in” 
cost study were all the costs of Trunkline’s new gas 
supply, its proposed main transmission line loops and 
additional horsepower (Ex. 20, R. 5382-86; R. 1616, 134). 
The costs of Trunkline’s proposed line extension from 
Tuscola to the Michigan-Indiana border was directly as- 
signed to the gas tq be served through the extension and 
are added to the “rolled-in” costs incurred by Trunk- 
line up to Tuscola, Illinois (R. 1616). This method was 
adopted by the Commission, and Trunkline was ordered, 
by a condition attached to the certificate issued to Trunk- 
line, to file rate schedules reflecting “rolled-in” costs as 
recommended by the staff (R. 8530, 8540, 5491). 
In so doing, the Commission stated: 


Of the three methods of allocating costs on a rolled- 
in basis presented by staff in this proceeding, staff’s 
recommended Method No. 1 is most appropriate in 
the circumstances of this case. This method of allo- 
cation is consistent with our long-standing policy of 
utilizing a system-wide approach in costing and pric- 


ing firm service for gas delivered and sold from a 
company’s main line facilities, and will best serve the 
public interest by providing for a fair distribution 
of costs, commensurate with the benefits to be en- 
joved by all of the customers of the Panhandle- 
Trunkline system. 


® Method No. 2 is a demand-mile, commodity-mile alloca- 
tion which establishes one zone for the proposed extension 
from Tuscola to the Michigan-Indiana border. Method No. 
8, which as modified is designated 3A in Exhibit No. 46, is 
a system-wide allocation applied to Trunkline’s existing sys- 
tem as well as all of its proposed facilities. As modified, it 
assigns such system-wide costs to two rate zones (see 
Method 2) on the basis of historical rate zone differentials 
in Panhandle’s system. (R. 8529-8530). 


A. The Commission’s conclusions with respect to “rolled- 
in” rate are founded upon ample evidence of record. 


In support of its conclusion that the staff’s recom- 
mended method no. 1 should be adopted the Commission 
made numerous subsidiary findings. In summary, they 
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are as follows. Trunkline’s existing and proposed facili- 
ties would constitute an integrated system and could not 
be regarded as being for the exclusive benefit of any one 
customer or group of customers. The gas to be sold and 
delivered to Consumers in accordance with new gas pur- 
chase contracts would become commingled with and be- 
come a part of Trunkline’s overall gas supply. The daily 
delivery of gas under the new gas purchase contracts 
would exceed the daily deliveries to be made by Trunk- 
line to Consumers. The new gas purchase contracts 
would benefit Panhandle and Trunkline, and the higher 
purchase costs of the new gas supply could not properly 
be assigned solely to the sale to Consumers (R. 8527). 

Re“erring to the excess gas available to Panhandle, the 
Commission found the proposed deliveries to Consumers 
during the first two years would not fully utilize the in- 
creased capacity of Trunkline’s system and would, there- 
fore, enable Trunkline to deliver increased quantities of 
gas to Panhandle. Under Trunkline’s tariff the additional 
gas would be delivered to Panhandle at the rate of 27 
cents per Mcf (as compared to the 45.75 cents per Mcf 
rate at which Trunkline proposed to deliver gas to Con- 
sumers (R. 383)), therefore the Commission concluded 
that the assignment of all the costs to Consumers on an 
incremental basis may result in discrimination (R. 8528). 

Elsewhere, the Commission found Trunkline’s looping, 
as proposed in this proceeding, was only the first step 
in an over-all expansion program. Trunkline proposed to 
loop approximately 64 percent of its existing main line. 
The Commission in its findings endorsed, without decid- 
ing, the staff’s contention that by looping the remaining 
36 per cent of the main line Trunkline’s capacity could be 
increased by at least an additional 200,000 Mef per day 
without additional compression; and with the installation 
of additional compression, even greater capacity could 
be achieved. The Commission concluded, in view of the 
foregoing, “Thus with materially smaller investment than 
it proposes here, the Panhandle-Trunkline integrated sys- 
tem will be able to realize substantial benefits.” (R. 8528). 
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Lastly, the Commission found that the looping of 
Trunkline’s main line would result in increased reliability 
of operations by insuring continued deliveries in the event 
of a line failure in looped portions of the system and 
would provide greater flexibility in operations and serv- 
ice. The extension of Trunkline’s gathering system and 
the attachment of new gas supplies would provide re- 
serves not heretofore connected to the system and would 
give access to new locations from which to bring addi- 
tional gas supplies to Trunkline’s system. “These are 
benefits,” the Commission stated, “which will accrue to 
the Panhandle-Trunkline system as an integrated whole.” 
(R. 8528). 

These findings of the Commission are fully supportable 
by evidence in the record. 

Testimony presented during the course of the hearing 
clearly shows that when Trunkline purchases gas it does 
not earmark or dedicate any particular gas purchased 
for any particular customer (R. 117, 414-415, 1410), and 
all gas purchased becomes physically commingled in 
Trunkline’s gathering and transportation systems prior 
to delivery to its customers (R. 58-59, 117). The volume 
of gas available under the new gas purchase contracts 
exceeds the volume of daily deliveries which will be made 
by Trunkline to Consumers (R. 1798). It is safe to as- 
sume that purchases of additional gas in the future will 
be made for the purpose of satisfying Trunkline’s re- 
quirements without attempting to segregate requirements 
of Consumers from the requirements of Trunkline’s other 
customers (R. 363). 

Undisputed in the record, is the fact that Consumers, 
during the first two years will not fully utilize the ex- 
panded capacity of Trunkline, and as a result, excess 
gas will be available to other customers of Trunkline 
(R. -86, 1798-99).° Trunkline proposes to sell this excess 
—Li. 


16 As stated, supra, Trunkline proposed to deliver 135,000 Mcf 
of natural gas per day to Consumers. However, the total volume 
of 135,000 Mcf per day will not be achieved until the third year 
of operations (R. 192). The maximum volume of gas proposed to 
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gas to Panhandle (R. Sy, or it could be made available 
to Consumers at Trunkline’s discretion (R. 5390). Con- 
sumers, however will not have a need for excess gas in- 
asmuch as considerable time will be required to attach 
sufficient customers to utilize the firm gas of 100,000 Mef 
per day available in the first year of operations and 
125,000 Mef per day available in the second year of the 
proposed project (R. 1238-9). It is unlikely, in the view 
of Trunkline’s management, that Consumers will want 
any of the excess gas during the early years of the 
project (R. 1056). 

Another very distinct benefit inuring to Panhandle (and 
its customers) is the increased operational swing it will 
be able to maintain at Tuscola, Illinois between its own 
facilities and those of Trunkline. Historically the two 
systems have operated in such a manner as to make 
available the maximum capacity of each pipeline to Pan- 
handle’s customers on alternate days (R. 88-9). A simi- 
lar type of operational swing or system flexibility is made 
possible by Trunkline’s extended gathering lines and new 
gas purchases in the Gulf Coast area. The swing in this 
portion of the system enables Trunkline to handle fluctua- 
tions in the takes of gas from the various supply sources 
(R. 49-50). Trunkline’s expansion program also results 
in greater coordination (R. 1881) and reliability (R. 1881, 
1887) of service. Its new gathering lines give it access 
to prolifie gas production areas on the Gulf Coast (R. 805, 
R. 1883). 

Additionally, the evidence of record shows the looping 
of the main transmission line to be the first step in an 
overall expansion program and the main line loops were 


be delivered by Trunkline to Consumers commencing October 1, 
1959 would be 100,000 Mcf per day, increasing to 125,000 Mcf 
per day beginning October 1, 1960 and 135,000 Mcf per day be- 
ginning 1961 (R. 159-60, 192). A precedent agreement between 
Trunkline and Consumers dated June 25, 1958 (Ex. 28, R. 5426- 
41) applicable to the period beyond October 1, 1961, provides for 
delivery by Trunkline to Consumers of annual increases of 25,000 
Mcf per day up to a total of 200,000 Mcf per day which will be 
reached beginning October 1, 1963. 
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designed to fit into the ultimate capacity of the complete 
program rather than solely the proposal of Trunkline to 
serve Consumers (R. 796). By looping the remainder of 
the main line Trunkline’s capacity could be increased at 
least 200,000 Mcf per day over and above its proposed 
expansion of 135,000 Mef per day (calculation from Ex. 
2, R. 2510; Ex. 3, R. 2511). The looping and installation 
of additional compression would reduce the unit cost of 
expansion (R. 798). 

It is in this context that we urge the Court to read 
observations by Illinois Power pertaining to Trunkline’s 
future expansion; Illinois Power states: 


Illinois Power is advised informally that Trunkline 
(or Panhandle) has now filed with the Commission 
a new expansion program whereby an additional 
200,000 Mef per day of gas will be delivered through 
Trunkline’s facilities to Panhandle for resale to Pan- 
handle’s customers. This filing has not yet been “no- 
ticed”, processed or approved by the Commission and, 
e ys it is not a part of this record (Til. Br. 27, 
n. 8). 

The Trunkline application, Docket No. CP 60-22, re- 
ferred to by Illinois Power was filed with the Commis- 
sion on February 2, 1960. In it, Trunkline seeks a cer- 
tifieate of public convenience and necessity authorizing the 
next step in its expansion program, i.e., an expansion in 
its capacity from 510,000 Mef per day to 710,000 Mef per 
day for the purpose of increasing its sales of natural 
gas to Panhandle, and to initiate sales of natural gas to 
the City of Rensselaer, Indiana, and to the City of Knox, 
Indiana, for resale. 

By its application in Docket No. CP 60-22, Trunkline 
desires to complete the looping of the remaining portions 
of its main transmission line without the addition of com- 
pressor engines. The estimated cost of the project will 
be $45,100,000, or approximately one-half of the $81,- 
458,000 cost (Ex. 4, R. 2518) of the initial looping pro- 
gram providing only 135,000 Mef per day. 
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The Commission, of course, relies only on the record of 
the instant proceeding and argues that the extra record 
remarks of Illinois Power are simply a confirmation of 
the Commission’s wisdom in prescribing a rolled-in form 
of rate.?” 

Additionally, it is submitted that Illinois Power recog- 
nizes the impending availability of additional volumes of 
gas to Panhandle and its customers, among which are 
Illinois Power and Battle Creek. Quite obviously, this 
new expansion program runs on the heels of the instant 
one because it was made possible by the built-in inexpen- 
sive expansibility created by initially looping only 64 per 
cent of the main transmission line. 

In the light of all the foregoing, it becomes abundantly 
clear that the benefits of the expansion program pro- 
posed by Trunkline will redound not only to the benefit of 
Consumers and Michigan Gas, but to all other customers 
of Trunkline as well. So assuming, without conceding, 
that benefits to all customers must be shown before rates 
may be fixed on a “rolled-in” cost basis, it is obvious that 
the findings of benefits to existing customers by the Com- 
mission are grounded upon ample evidence of record. 


B. The Commission did not err in adhering to its long 
established, and judicially approved, policy of uni- 
form rate making. 


Illinois Power (Ill. Br. 15-22) recognizes the principle 
and rationale of the Commission’s long established “rolled- 
in” costing policy in the formulation of rates and also 
recognizes the practicality of the general application of 
that policy when it states (Ill. Br. 17): #8 


* * * The rolling in of costs so as to be borne by all 


17 Without identifying them as such, Illinois Power inserted 
extra-record remarks elsewhere in its brief (Ill. Br. 16, fn. 4, 
last seven lines). 


18 Battle Creek joins in and relies upon the brief of Illinois 


Power with respect to the “rolled-in” rate issue before the Court 
(Pet. Br. 15). 


34 


customers, accordingly, becomes a practical neces- 
sity. As the Commission has stated: 


“It is quite obvious that it would be imprac- 
tical to attempt to make rates on an individual 
basis for each of the approximately 200 juris- 
dictional customers of [the pipeline].” United 
Gas Pipeline Company, 14 F.P.C. 353, 395 (1955). 


It seeks, however, without presenting evidence at the 
hearing, without having filed exceptions to the examiner’s 
decision or an application for rehearing with the Com- 
mission with respect to the order under review, to have 
this Court make a de novo determination of matters 
peculiarly within the pragmatic judgment of the Com- 
mission. The situation presented here is analogous to 
that presented in Michigan Consol. Gas Co. v. F.P.C., 203 
F 2d 895 (CA 3) wherein Michigan Consolidated Gas 
Company complained that it would be required to pay to 
Panhandle an increased rate determined on a “rolled-in” 
basis where they had received no benefit from increased 
capacity which Panhandle had installed. The Third Cir- 
cuit in its opinion stated: 


The problem of the allocation of service to various 
customers is one which calls for judgment within the 
Commission’s peculiar and expert competence. Ju- 
dicial review of the Commission’s orders with respect 
to this question is, we think, limited by the rule as 
to the review of rate orders laid down by the Su- 
preme Court in Federal Power Comm. v. Natural Gas 
Pipeline Co., 1942, 315 U.S. 575, 586, 62 S. Ct. 736, 
743, 86 L. Ed. 1037, as follows: 


Agencies to whom this legislative power has 
been delegated are free, within the ambit of their 
statutory authority, to make the pragmatic ad- 
justments which may be called for by particular 
circumstances. Once a fair hearing has been 
given, proper findings made and other statutory 
requirements satisfied, the courts cannot inter- 
vene in the absence of a clear showing that the 
limits of due process have been overstepped. If 
the Commission’s order, as applied to the facts 
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before it and viewed in its entirety, produces no 
arbitrary result, our inquiry is at an end. 
° ° * @ 

We see no merit in Michigan Consolidated’s con- 
tention that the Commission acted arbitrarily in re- 
fusing to allot it any portion of Panhandle’s increased 
capacity while at the same time imposing upon it, by 
approving Panhandle’s new “rolled-in” rate, a large 
portion of the increased cost of that additional ca- 
pacity. For this increase is implicit in the basic idea 
of the “rolled-in” rate and it applies equally to all 
customers of Panhandle regardless of how much or 
how little gas they are allotted or of the source from 
which it comes. 203 F. 2d 900, 901 (Italics supplied) 

This Court in Mississippi River Fuel Corp. v. F.P.C., 
102 AppDC 238, 242-244; 252 F. 2d 619, 623-625, certi- 
orari denied, 355 U.S. 904, affirmed that portion of an 
order of the Commission holding it would be improper to 
allocate separately specific facilities to a specific custo- 
mer for the purpose of determining cost and rates since 
the facilities as a whole were utilized to serve all custo- 
mers. See in this connection also Colorado Interstate 
Gas Co. v. F.P.C., 324 U.S. 581 (1945). 

Illinois Power, in its brief, appears to argue that the 
instant case is unique and should be viewed as an excep- 
tion to the application of the “rolled-in” rate theory. In 
support of its contention Illinois Power cites three cases 
as instances where the Commission departed from the 
rolled-in rate theory and prescribed other rates. As the 
examiner stated in his decision “the few cases cited * * * 
are to be contrasted with the hundreds, if not thousands, 
of cases in which the Commission has required or au- 
thorized rolled-in uniform rates” citing cases (R. 8202- 
08). 

However, an examination of the three cases reveals that 
they support the Commission’s action in the instant case. 
Illinois Power cites in support of its contention Colorado 
Interstate Gas Co., 19 F.P.C. 1012 (1958); Montana Power 
Company, 11 F.P.C. 1 (1952) and Natural Gas Pipeline 
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Company of America, 12 F.P.C. 708 (1953). They will be 
distinguished seriatim. 

In Colorado Interstate Gas Co., supra, 19 F.P.C. 
1012, 1021-1023, the Commission, in a rate proceeding 
pursuant to Section 4 of the Act, was dealing with a 
non-jurisdictional sale of natural gas to Amarillo Oil Com- 
pany being made under a contract which could not be 
changed by Colorado Interstate. The contract entered 
into in 1927 involved the transfer of natural gas reserves 
to an affiliate of Colorado Interstate which was subse- 
quently merged into that company. The contract provided 
that Amarillo would receive gas at cost; this provision 
was a part of the consideration for the transfer of the 
reserves. The record in the proceeding indicated that 
under a “rolled-in” cost allocation, Colorado Interstate 
would not recoup an $800,000 difference between the con- 
tract cost and allocated cost. For reasons fully set forth 
in the opinion with respect to the gas reserves of Colo- 
rado Interstate, the Commission stated: 


We are firmly committed to the principle that all 
customers of a pipeline company, both jurisdictional 
and non-jurisdictional, should bear their proportion- 
ate share of costs and their proportionate share of 
obtaining new sources of gas. However, we do not 
believe that we should blindly adhere to a principle 
where it is apparent that to do so will lead to unfair 
and inequitable results (19 F.P.C. 1021). 


In the Montana Power Company case, supra, 11 F.P.C. 
1 (1952), the proceeding arose under Section 3 of the 
Natural Gas Act and involved the importation of natural 
gas from Canada to be used exclusively in the operations 
of Anaconda Mining Co. No part of the imported gas 
under the authorization granted by the Commission could 
be utilized by Montana Power to serve consumers other 
than Anaconda. Montana Power was not a natural-gas 
company subject to the Commission’s jurisdiction. How- 
ever, under the provisions of Section 3 of the Natural 
Gas Act it was required to obtain authorization to import 
Canadian gas into the United States. 


37 


In the Natural Gas Pipeline Company of America case, 
supra, 12 F.P.C. 708 (1953), the facts were essentially 
different from those presented here. In that case there 
were “no crossovers, tie-ins, or other physical connec- 
tions” between the affiliated systems of Natural Gas and 
Texas Illinois Natural Gas Pipeline Company. Both, 
however, were serving a common customer which in turn 
sold natural gas to distributors in Illinois and vicinity. 
Pursuant to arrangements between Natural Gas and 
Texas Illinois the latter would deliver greater volumes 
of gas, approximately 82,000 Mef per day, to the common 
customer in Illinois. Natural Gas, by displacement, would 
deliver equivalent volumes to customers west of Chicago, 
Illinois, and they would be billed under a separate rate 
for gas they would receive as displacement gas. 

It is obvious, therefore, that in the Natural Gas case, 
the Texas Illinois gas delivery could be treated as a new 
sale to Natural Gas’ customers from a wholly unconnected, 
physically autonomous pipeline system. 

The distinguishing elements as presented in the Natural 
Gas case showed that not a single Mef of natural gas left 
the Texas Illinois system for the Natural Gas system. 
There were no physical interconnections between the two 
pipelines. Their sources of gas supply were totally un- 
connected and emanated from different geographical areas. 
The natural gas on the two systems was never com- 
mingled as is the gas on the Trunkline system which is 
destined for both Trunkline and Panhandle markets. 

It is submitted that the three cases upon which Illinois 
Power relies here have applicability only insofar as they 
support the Commission’s determination that public in- 
terest requires a “rolled-in” form of rate. 

Additionally, none of these cases arose under Section 7 
of the Act which in part accounts for the unique distin- 
guishing features involved. That is to say, the Commis- 
sion deviated from its long established policy only after 
protracted rate proceedings arising under Section 4 of 
the Act or in the case of Montana Power (ibid) simply 
authorized the entry of Canadian natural gas into United 
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States markets by a company not subject to the Commis- 
sion’s jurisdiction. 

The Commission’s pragmatic judgment that the rates 
to be charged by Trunkline to all of its customers, in- 
cluding Panhandle, should be fixed on a “rolled-in” basis 
is supported by substantial evidence. Section 19 (b) of 
the Natural Gas Act makes such findings conclusive when 
they are fully supported and they may not be set aside by 
the Courts. F.P.C. v. Hope Natural Gas Co., 320 U.S. 
591, 615 (1944); Swayne & Hoyt Ltd. v. United States, 
300 U.S. 297, 304, 307 (1937); National Labor Relations 
Board v. Link-Belt Co., 311 U.S. 584, 597 (1941) ; Colorado 
Interstate Gas Co. v. F.P.C., 142 F. 2d 943, 961 (CA 10), 
affirmed, 324 U.S. 581 (1945). 


CONCLUSION 


For the foregoing reasons we submit that the Com- 
mission’s order here under review should be affirmed. 


Respectfully submitted, 
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Hearing Room F-G, Federal Power Commission, 441 G 
Street, Northwest, Washington, D. C., Monday, Novem- 
ber 17, 1958. 

The above-entitled matters came on for hearing, pur- 
suant to notice, at 10:00 o’clock a.m., before Francis Hall, 
Presiding Examiner. 


3 
PROCEEDINGS 


Presiding Examiner: The hearing set for this time and 
place in the matters of Trunkline Company et al., Docket 
Numbers G-15394 et al., will be in order. 

The thirteen applications involved in this consolidated 
proceeding seek certificates of public convenience and nec- 
essity (1) authorizing Trunkline Gas Company to enlarge 
the capacity of its pipeline system, at an estimated cost 


of $81,458,000, by 135,000 Mef per day for the purpose 
of selling and delivering the additional 135,000 Mef to Con- 
sumers Power Company for resale in the approximately 
300 communities it serves in the lower peninsula of Michi- 
gan; (2) authorizing Michigan Gas Storage Company to 
use its presently installed facilities to transport to Con- 
sumers Power Company a portion of the gas proposed to 
be sold Consumers by Trunkline; and (3) authorizing the 
six producer Applicants namely, Pan American Petroleum 
Corporation, Phillips Petroleum Company, Union Oil Com- 
pany of California, The Superior Oil Company, Nichlos 
Oil & Gas Company and Tidewater Oil Company, to sell to 
Trunkline the volumes of natural gas set forth in their 
newly executed contracts with Trunkline, such volumes of 
gas being the gas relied upon by Trunkline to support its 
proposed expanded pipeline system and sale to Consumers. 
These new contracts are for the purchase of gas by Trunk- 
line in Brazoria and Calveston Counties in Texas, offshore 
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Cameron and Vermilion Parishes in Louisiana, and on- 
shore in Verminion Parish. 
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The applications which are the subject of this hearing, 
recite, among other things, that pursuant to certificates 
heretofore issued by the Commission, Trunkline now owns 
and operates a pipeline system extending from its sources 
of gas supply in Louisiana and Texas to a point of connee- 
tion with the pipeline system of its parent, Panhandle East- 
ern Pipeline Company, near Tuscola, Illinois; that with the 
exception of minor sales made by Trunkline to some twenty 
distributors along the route of its pipeline, all of Trunk- 
line’s present supply of gas is delivered to Panhandle at 
Tuscola; that Michigan Gas Storage Company, which does 
business only in the State of Michigan, purchases its entire 
gas supply from Panhandle and transmits gas to and from 
Winterfield, Cranberry Lake and Riverside Storage Fields, 
stores gas in these storage fields and sells gas to its sole 
customer, Consumers Power Company; that the proposed 
use of Michigan Gas Storage Company’s facilities to trans- 
port the additional Trunkline gas supply will not require 
Michigan Gas Storage Company to construet any addi- 
tional facilities; and that since Consumers Power Com- 
pany is Michigan Gas Storage Company’s sole customer, 
and since the latter, under the provisions of its cost-of- 
service tariff, passes all of its costs on to Consumers, the 
additional operating expense occasioned by the transpor- 
tation of the Trunkline gas will have no adverse effect 
upon Michigan Gas Storage Company carnings or income 
since this expense will be passed on and borne entirely by 
Consumers. 
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It appears that the 135,000 Mef will be received by Con- 
sumers from Trunkline at a point in Michigan near the 
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Indiana-Michigan border, and will be transported by Con- 
sumers to the Northville Storage Field. During the winter 
months all of this gas is expected to be consumed in a por- 
tion of Consumers distribution area in Oakland, Macomb 
and Wayne Counties. During the other months of the year 
the portion of Trunkline’s deliveries which is not consumed 
in that distribution area will be transported through Con- 
sumers’ and Michigan Gas Storage Company’s pipeline 
facilities to other market areas in Consumers’ service area 
or stored in Northville and Overisel Fields for withdrawal 
and use by Consumers during the winter months of the 
year. 

Trunkline’s application in Docket No. G-15394 repre- 
sents the first step in the proposed expansion of its facili- 
ties to provide 200,000 Mef per day to Consumers. That 
is to say its application here seeks authority to deliver 100,- 
000 Mef a day to Consumers commencing October 1, 1959, 
and inereasing to 135,000 Mef per day to October 1, 1961. 
Trunkline’s agreement with Consumers dated June 25, 
1958, provides for delivery by the former to the latter of 
100.000 Mef a day commencing October 1, 1959, with an- 
nual inereases of 25,000 Mef a day up to a maximum of 
200,000 Mef per day by Octoher 1, 1963. The construc- 
tion program to provide such deliveries is to be carried 
out in two or more steps. 


- * * * * 


43 


B. T. Mast, 
was ealled as a witness and, after being first duly sworn, 
was examined and tesified as follows: 
Direct Examination. 


By Mr. Harry S. Littman, counsel for Trunk- 
line Gas Company. 


(45) 
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Q. Will you please state your name, address and busi- 
ness? A. My name is Burton Thompson Mast and I re- 
side in Houston, Texas. I am Chief Engineer of Trunk- 
line Gas Company. 

Q. Will you give us a brief resume of your education 
and experience? A. I am a graduate engineer, having a 
degree of Bachelor of Science in Mechanical Engineering 
conferred in 1941 by Rice Institute in Houston, Texas. I 
am a registered professional engineer in the State of Texas 
and Louisiana. 

Prior to graduation from college, I had summertime em- 
ployment for a period of five years with United Gas Pipe- 
line Company with experience in pipeline location and sur- 
vey, pipeline inventory, completion reports, compressor 
station construction and office engineering. I was also em- 
ployed by United for similar duties for one and one-half 
years following graduation. 

I was employed for six months at the United States Ord- 
mance Plant at Minden, Louisiana, as a safety and plant 
utilities engineer. I had three years experience in the 
United States Air Force as an aircraft maintenance and 
engineering officer, supervising heavy maintenance of air- 
craft and equipment. 

For a period of eight years from 1946 to 1954, I was em- 
ployed as an engineer by Tennessee Gas Transmission 
Company. During this period my duties included super- 
vision of construction of new compressor stations and addi- 
tions to existing stations, 
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supervision of pipeline construction, supervision of prep- 
aration of cost estimates and completion reports, and the 
design of facilities to be installed on Tennessee’s system. 
During this period, I prepared exhibits or testified for 
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Tennessee on estimates of cost and engineering design in 
Federal Power Commission Dockets G-962, G-1070, G-1248 
and G-1667. 

In 1954, I became Chief Engineer of Trunkline. My 
duties in this position include general supervision of all 
activties of the engineering department, and specifically 
the design of all facilities, supervision of construction, 
requisition and specification of materials, preparation of 
cost estimates, completion reports, and coordination of all 
activities of the engineering department with the other 
departments of the company. I have supervised prepara- 
tion of exhibits and testified where needed for Trunkline 
regarding cost estimates and pipeline design in Federal 
Power Commission Dockets G-2402, G-2509, G-8664, G- 
14704 and G-13300. 

Q. Mr. Mast, I refer you to Exhibits 1, 2, 3 and 4. Were 
these exhibits prepared by you or under your supervision 
and direction? A. Yes, sir. 
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Q. Please explain Exhibit 2? A. Exhibit 2 is a flow dia- 
gram showing winter daily design capacity and reflecting 
operation of Trunkline’s system with the proposed facili- 
ties added. This flow diagram shows how the facilities, 
authorized and proposed, will be utilized to provide Trunk- 
line’s presently authorized service and the sale to Con- 
sumers proposed herein. The proposed facilities increase 
Trunkline’s design capacity from 375,000 Mcf per day, 
previously authoried, to 510,000 Mcf per day. The in- 
crease of 135,000 Mef per day is the volume of gas pro- 


im - posed to be sold to Consumers Power Company. 


The flow diagram also shows the name and location of 


* each purchase point by the lines which are down from the 


pipeline with the identification ‘‘PM’’ and the volume of 
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gas which was contemplated to be taken into the main sys- 
tem at each such point. 

The flow diagram also shows the name and location of 
each sales point by lines which are drawn down from the 
pipeline with the identification ‘‘SM’’ and the volume to 
be delivered to the customer at that point. 
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Finally, Exhibit 2 shows the pressure at each sales meter 
‘“*SM’’ and purchase meter ‘‘PM’’, the pressure at the 
suction and discharge of each compressor station, the gas 
pumped, fuel used and compression ratio at each compres- 
sor station, the diameter and wall thickness of each por- 
tion of the pipeline, the length of each section of the main- 
line, and the length of each section of looping. 

Q. How are the sales volumes shown on Exhibit 2 deter- 
mined? A. The sales volume for Consumers of 135,000 
Mef per day is the maximum contract quantity for the sale 
to Consumers as proposed in this proceeding. The sales 
volumes for all of the remaining customers, other than 
Panhandle, which are the 7(a) applicants which Trunk- 
line has been directed to serve, is the maximum volume 
Trunkline has been directed to serve such general serv- 
ice and small general service customers and is the maxi- 
mum quantity set forth in the respective service agree- 
ments with such customers. 

The maximum contract quantity has been used for all 
customers since Trunkline’s facilities must be able to de- 
liver such maximum quantities to all customers. In my 
opinion, Trunkline’s system with the proposed facilities 
added, will be able to deliver to all of Trunkline’s eustom- 
ers the maximum contract quantity, including the deliver- 
ies of 135,000 Mcf per day to Consumers proposed in this 
proceeding. 

Q. What is the maximum capacity of the gas supply 
facilities 
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in Texas and Louisiana south of Station 48 at Longville, 
Louisiana? <A. Exhibit 2 reflects a pattern of gas pur- 
chases in Texas sufficient to load the pipeline and com- 
pressor stations from McAllen, Texas, to Station No. 48. 
Thus, Exhibit 2 demonstrates that the maximum capacity 
of the pipeline to deliver gas from the various purchase 
areas in Texas to the Longville station is 342,450 Mef per 
day. 

Exhibit 2 reflects gas purchase volumes coming from 
Louisiana sources into Station No. 48 which are neces- 
sary, together with the deliveries from Texas supply 
sources, t# meet the pipeline requirements of the mainline 
system north of Station No. 48. The maximum capacity 
of the pipeline facilities south of Station No, 48 in the State 
of Louisiana is 215,800 Mef per day. 

Q. In your opinion, do the facilities as shown on Exhibit 
1 and 2 for the gas supply portion of the system south of 
the Longville Compressor Station No. 48 have flexibility 
necessary to handle fluctuations in the takes of gas from 
various supply sourees and as between different areas? 
A. Yes. The maximum capability of the Texas and Louisi- 
ana supply lines into Station No, 48 is 558,250 Mef per 
day. The difference between this figure and the total pipe- 
line 
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requirements of the mainline system north of Station No. 
48 of 514,800 Mef per day represents the swing capacity of 
the pipeline in the Texas and Louisiana purchase areas. 
This swing capacity of approximately 40,000 Mef per day 
provides sufficient flexibility in the operation of this por- 
tion of the system to handle fluctuations in the takes of 
vas from the various supply sources. 
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Q. What does Exhibit + generally purport to show? A. 
Exhibit 4 is a detailed cost estimate of the new facilities 
proposed by Trunkline in this proceeding. Page 1 is a sum- 
mary schedule showing the total of all direct labor, mate- 
rial, subcontract, and engineering costs which are detailed 
separately on pages 2-18 for each major component of the 
proposed facilities. Page 1 shows contingencies at 4 per 
cent, sales and 
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use taxes at 1.5 per cent and interest during construction 
at 2 per cent. The total estimated cost of the proposed 
facilities is $81,458,000. 

Q. Please explain page 2 of Exhibit 4? A. Page 2 is a 
summary sheet of the direct costs of each of the nine sec- 
tions of pipeline loop, mainline extensions in Illinois and 
Indiana, and the new gathering facilities in the States of 


Texas and Louisiana. A detailed breakdown of the direct 
costs for each of the nine pipeline projects is shown on 
page 2 through 11 of Exhibit 4. 

Q. Will you please explain the manner in which the esti- 
mates of the direct costs of the pipeline facilities shown on 
pages 3 through 11 on Exhibit 4 have been made? A. An 
explanation of page 3 of Exhibit 4 detailing the cost esti- 
mate of 112.7 miles of 30-inch outer diameter pipeline loop 
will illustrate the manner in which the cost estimates for 
all of the pipelines as shown on pages 3 through 11 have 
been made, and the basis for the unit costs as used on those 
pages. 

The costs for rights-of-way have been estimated by sepa- 
rately determining a unit cost per rod for rights-of-way 
and costs of acquisition and for damages. These unit costs 
are based on our previously experience costs, or those of 
others, in the same or comparable territory. The total 
costs for 
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Rights-of-Way, Item A, includes all the costs of acquisi- 
tion, the settlement of damage claims by property owners 
through whose property the pipeline will be constructed, 
and the various filing and legal expenses. 
The unit cost of pipe under Pipe Line Material—Item 
C, is based upon the material price per ton in effect at the 
time the estimate was made plus freight allowance. Sub- 
sequent to the time the estimate was made, the price of 
r pipe has increased $5.00 per ton for 26-inch and 30-inch 
pipe and $6.00 per ton for 24-inch and smaller pipe, which 
increased the total money to be expended for pipe by $1,- 
133,000. It should be noted however, that a contingency 
allowance of $3,026,000 is included, which is sufficient to 
cover such increase as well as any other increases in cost 
which may accrue. The estimated costs of mainline block 
valve settings, crossover settings, coating material, sta- 
tion yard piping and valves, and miscellaneous material 
are based on recent price quotations for major equipment 
items and on current catalogue prices and Trunkline’s re- 
cent purchasing experience for the minor items. 
The unit cost for Contract Labor and Equipment, Item 
C, for the pipeline construction shown on pages 3 through 
11 of Exhibit 4 is determined from cost figures obtained 
from independent contractors’ estimates in the same areas 
with similar construction and has been verified by consul- 
im” tation with 
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other pipeline companies who have recently constructed 
pipelines in the areas involved. 

The estimated costs for Engineering, Item D, including 

» Surveying and Engineering and Inspection are based on 

4 Trunkline’s experienced costs adjusted to reflect increases 

in wages, transportation and other costs. Engineering and 

Inspection includes the costs of designing the proposed 
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pipelines, necessary draftin: , and cost of field inspection. 

Q. Will you please explain pages 12 through 16 of Ex- 
hibit 4? A. Page 12 of Exhibit 4 is a summary of the di- 
rect costs of two compressor station projects proposed in 
this proceeding. Item A, construction cost of a 3,000 horse- 
power addition to Station No. 48, is detailed on pages 13- 
15. The estimated cost for Item B on page 12, a modifi- 
cation of scrubbers at Station No. 66, is shown in detail 
on page 16. The estimated cost of the compressor engine 
is based on recent quotations from manufacturers, plus 
allowance for freight. The estimated cost of minor equip- 
ment items and material were deterinined from current 
catalogue prices and Trunkline’s recent purchasing ex- 
perience. The installation costs were based upon Trunk- 
line’s recent experience in the construction of identical 


or similar facilities. 


Q). Please describe pages 17 and 18 of Exhibit 4. 
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A. Page 17 of Exhibit + shows the estimated cost of the 
miscellaneous new purchase and sales meter stations nec- 
ussary to purchase and sell the gas proposed in this 
application. Page 17 also shows the estimated cost of new 
communications equipment necessary in connection with 
the extension of Trunkline’s facilities in Illinois, Indiana 
and Lousiana. Page 18 shows the estimated cost of the 
tools and work equipment necessary for the operation of 
the new facilities proposed in this proceeding. 

Q. Mr. Mast, in your opinion, are the estimated costs 
shown in Exhibit 4 reasonable and adequate? A. Yes. 


* * s . . * * 
58 
Preliminary Cross-examination. 


By Mr. John T. Miller, Jr., Counsel for Citizen’s 
Gas Fuel Company. 
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Q. Mr. Mast, looking at Exhibit 1, is it a fair interpre- 
tation from an examination of the construction proposed 
that the service proposed herein to Consumers Power can- 
not be rendered unless you use the existing facilities of 
Trunkline located in the States of Louisiana, Mississippi, 
Tennessee, Kentucky and Illinois?) A. Iam afraid I don’t 
quite understand your question, sir. 

Q. Well, let’s particularize. Take a look at your Station 
No. 84 in Mississippi. Is my understanding correct that all 
of the service for Consumers Power must go through that 
station? A. That is correct. 

Q. And you don’t propose to add any facilities there? 
A. No, sir, not under this application. 

Q. Now, is it not correct that in order to render this pro 
posed service you have to run this Consumers Power gas 
through 


59 


a great deal of—well, I won’t use that adjective, but through 
some of your existing trunkline facilities, pipeline and 
compressor stations? A. That is correct. 

Q. And that without those existing facilities you could 
not render this Consumers Power Service? A. I would say 
certainly since this is a partial looping program the com- 
bined streams, if you choose to separate them, would have 
to go through the unlooped scetions together. 


* * * * ” * * * 
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By Mr. Louis Flax, Counsel for Michigan Consoli- 
dated Gas Company: 


Q. Mr. Mast, could you give us the factor for your fuel 
requirements per horse power hour that you have used? 
A. You mean the fuel consumption? 

Q. The Fuel consumption. A. Ten cubie feet per horse 
power hour. 
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Q. And on your Exhibit 2, which is your flow diagram, 
you show a take-off from the Trunkline main line, which |] 
appears to be 5.5 miles from the end thereof. 4) 

Now am I correct in my understanding that the end of 
that line is Tuscola? A. Yes, sir. It is the Panhandle 
Eastern Tuscola i 

62 
compressor station. 2 

Q. And that would be the point represented by the 606 

pounds? <A. Yes, sir; that is correct. 


Consumers Power sales point that is crossing the line of 
Panhandle Eastern Pipeline Company. Would there be an { 
interconnection at that point? A. There possibly woulds 
be an emergency interconnection, but there is no planned 
sales interconnection at that point. 

Mr. Flax: That is all I have. 

Presiding Examiner: Mr. Hunt. 

Mr. Hunt: I just have one question, Your Honor. 


By Mr. Robert Hunt, Counsel for Illinois Power, 
Company: 


Q. Mr. Mast, in connection with the questions pro- : 
pounded to you by Mr. Flax, were there engineering con- 
siderations why the take-off from the Trunkline present 
line to the projected line through I]linois did not begin at, 
the present terminus of the Trunkline and Panhandle line P 
in Tuscola? A. Yes, sir. There are very good reasons for 
that. The take-off point, if you will notice, is taking off * 
from a place labeled Bourbon Sales Meter. That sales 
meter is our present sales point of gas to Panhandle and 
where the title of gas changes hands. That is located‘ 
approximately five miles 
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from Panhandle’s station in order to be able to measure 
the gas, 


15 


(64) 


If you got much closer, pulsations coming back from 
your reciprocating engines at Tuscola would make it im- 
possible to get adequate measurement. Therefore, the gas 
in the pipeline beyond that point actually belongs to Pan- 
handle, rather than to us, even though it is our last five 
miles of pipe. 

So, we had to take off ahead of that sales point as a 
point of departure. 

Mr. Hunt: That is all I have, Mr. Examincr. 

Presiding Examiner: Mr. Perdue. é 


By Mr. Robert W. Perdue, Staff Counsel for Fed- 
eral Power Commission: 


Q. Mr. Mast, referring to your prepared testimony, I 
note at the bottom of page 4 thereof, running over to page 
5, the statement regarding your general service and small 
general service customers. 

Could you tell me if the existing agreements Trunkline 
has with those customers provides for the nomination by 
such customers of inereased supplies of natural gas? A. 
Tam sorry. J don’t know the answer to that question. 

Q. You are not familiar with the service agreement? 
A. No, sir; not in detail. 

Q. Now if those eustomers were to ask Trunkiine for 
additional supplies of natural gas, would you handle that 
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for the company? <A. No, sir, I would not. 

Q. So you do not know whether any requests have heen 
made? <A. No, sir. 

Q. Staying with page 5, I notice, well, at least twice 
on that page you talk about the Exhibit 2 reflecting the 
maximum capacity of the pipeline. There you have ref- 
crence to that portion of the line south of Station No. 48, 
and you state that it is 342,450, from Texas sources 215,800 
from Louisiana sourees and on page 6 you add those fig- 
ures together for us, being 558.250 Mef per day. 
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Now, is that the maxiinum capacity of those lines as 
stated therein? into Station 48, that is cor- 
rect, sir. 

Q. Now, what is the maximum capacity, if you know, of 
the Trunkline system north of Station No. 48? A. The 
maximum sales capacity north of Station 48 would be 510 
million. 

Q. Now, vou say maxiinum sales capacity. T would like 
to know what the maxim capacity is?) A. Well, T would 
have to add it up, but it would be the maximum sales 
capacity plus the fuel that is burned in route, 

Q. Now, this is prior to the installation of the facilities 
which vou applied for herein? 
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A. Oh, prior to the installation of these facilities. 

Q. I want to know as of today. A. Oh, as of today. I 
am sorry, I misunderstood. 

The maximum capacity north of Station 48, not count- 
ing fuel, is 375 million cubic feet per day. 

Q. 375? A. Yes, sir. 

Q. Is that the maximum you deliver from that line? A. 
Oh, no, sir. We have delivered considerably higher than 
that by pulling out of pack, that is line pack. There has 
been 2 or 3 days, I am sure, that we have delivered a 
little more due to a lower flowing temperature than the 
normal 60 degree that you expect in the winter time, but 
the capacity on the same type of basis as these flow sheets 
are caleulated is 375. 

Q. You say normal 60. What do you base that statement 
on? <A. Well, that is the actual flowing temperatures we 
find exists throughout the winter months on our system. 

Q. Do you have actual records of that? A. Oh, yes, sir. 

Q. Is that system-wide or at any one point on your 
system? A. It would not be system-wide. It would be a 
little cooler than that on the extreme north end. At the 
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present time the one that is critical in the terms of capacity 
—it is the 

66 
flowing temperatures in Mississippi and Tennessee which 
are combined with the less efficient combination of horse- 
power to pipeline that actually determines the capacity of 
the pipeline. 

In other words, the stations 75 and 84, both at the present 
time and in the expanded system, will determine the capac- 
ity of the pipeline, and in that area 60 degrees is what we 
have been experiencing for several years. 

Q. What does your contract call for Trunkline to deliver 
to Panhandle? 

Mr. Littman: May I have the question read, please? 

Presiding Examiner: Yes. 

Mr. Perdue: The contract volumes to Panhandle. 

Presiding Examiner: At Tuscola? 

Mr. Perdue: Yes. 

The Witness: Well, that question is a little—that num- 
ber is a little bit indeterminate to this extent: Under the 
initial certification of Trunkline, it was everything that we 
could deliver, less such quantities as we were ordered to 
deliver to other parties. There has been a change of— 
what is it, a change of tariff in a rate case filed, which has 
not yet been acted on, in which the service agreement, I 
believe, provides for 345 million cubic feet. I believe that 
number is correct. 


By Mr. Perdue: 


Q. 345. 
Referring to Exhibit 2, you show 351,765. 


67 
A. Yes. 
Q. On your flow diagram, and anytime that your flowing 
temperature would deviate from the 60 that you assumed 
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for this flow diagram, that we could, if it were lower, say 
around 40, adjust this figure of 351,765 by an increase— 
corresponding inerease. A. That is correct. 

Q. You have delivered in fact this year as high as 379 
a day to Panhandle, haven’t you? A. I can’t vouch for the 
exact figure, but I think it is in that area, yes, sir. 
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By Mr. John H. Tipton, Counsel for Board of Mayors 
and Aldermen of Macon, Tennessee: 


Q. Mr. Mast, turning to Exhibit No. 2, I believe you 
state that the maximum rate of deliveries to Panhandle 
Eastern is 351,765 Mef. A. I did not hear the full question. 

Presiding Examiner: Would the reporter reread the 
question? 


(The pending question, as recorded, as read by the re- 


porter.) 


The Witness: That would be the maximum rate under 
which this flow diagram was prepared, yes, sir. 


By Mr. Tipton: 


Q. Mr. Mast, is that figure arrived at from delivery ex- 
perience to the company, Panhandle? A. No, sir. That is 
arrived at by taking the full capacity of the pipeline, show- 
ing our commitment to Consumers 
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of 135 Mef, our order obligations to the small towns and 
the remainder is shown as delivered to Panhandle of the 
capacity. 

Now, the reason it is shown in that method is that it just 
says we have pipeline capacity to get it to that point, so 
that it could be delivered anywhere along the line. 

Q. In other words, you took 510,000 as a basis and de- 
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ducted therefrom the 7(a) customers and the 135,000 and 
the remainder is what goes to Panhandle Eastern, is that 
correct? A. That is what is shown on this flow study, 
yes, sir. 

Q. Now, your actual deliveries to Panhandle Eastern are 
much in excess of that 351, are they not? A. Are you 
speaking on one peak day or are you speaking yearly? 

Q. Average. A. Average? 

Q. Yes, sir. A. I don’t believe they are much in excess 
of it on a yearly average. 

Q. They are in excess, though, are they not? A. I 
could not answer that absolutely without checking our rec- 
ords, sir. 

Q. At your Longville Station, may I ask what is the pres- 
ent capability of your system north of Station 48, if you 
can answer that question? A. The present capabilities, 
if you do not count the 
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fuel requirements, is the 375 million feet a day, which would 
have to add fuel to it. There is that much sales capacity 
on a sustained winter basis. 

Q. Well, you state, Mr. Mast, on page 6 of your pre- 
pared testimony that your maximum capability of the Tex- 
as and Louisiana supply lines in the Station 48, Longville, 
is 558,250. A. Yes, sir, but that is only if these facilities 
are certificated and built. That is not our present facilities. 

Q. What is then your present capability of your line 
south of Station 48? A. Present capability? I am afraid 
I would have to look that number up for you. I am not 
certain. 

Q. Will you get that information and have it with you 
and insert it into the record? A. Certainly can. Certainly. 

Q. Now, still on Exhibit No. 2, you say you will have a 
swing capacity of 40,000 Mef south of Station 48. Will that 
same swing capacity be present north of Station 48? A. 
No, sir. It stops right at Station 48. 
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Q. It stops at Station 48, is that correct? A. Yes. That 
only applies to our ability to swing gas purchases from 
various fields by the extent of 40 million feet of capacity. 
It ties only to the gas purchasing daily swings, takes from 
various fields. 


77 


Q. But you will have the capability in your line to han- 
dle the 558,250, is that correct? A. To Longville. 

Q. That is to Longville. 

Well, will your capabilities be the same north of Long- 
ville? A. No, sir. 

Q. Why not? A. Because we do not propose to build 
facilities to carry any more than this flow diagram shows. 

Q. You are only adding one additional station, 48? You 
are increasing your permanent facilities, are you not? A. 
Yes, sir, by one unit. 

Q. By one unit, and no other unit is being increased, is 
that correct? A. That is correct. 

Q. Even though you are going beyond your rated horse- 
power on several of the stations? A. Slightly beyond, yes, 
sir. 

Q. Would your present facilities be sufficient to—I mean 
your proposed facilities, when constructed, will they be suf- 
ficient to carry the 200,000 proposed by 1963? A. You 
mean the 200,000 additional? 

Q. I believe under Exhibit No. 28, the last, there is a 
proposal to inerease the 135,000 allotment in the second 
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section of the letter agreement. There is a periodic in- 
crease, I believe, that goes as high as A. Well, I am 
not that familiar with that letter agreement, but let me put 
it this way: The facilities that we are asking for in this 
application will increase our system capacity by 135,000 
Mef per day during the winter. Now any additional capac- 
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ity over that would require a new application and more 
facilities. 

Q. In other words, to get the 200,000 Mef by October 1, 
1963, as proposed in the letter agreement, you would have 
to come back to the Commission and ask for authority to 
change your facilities further? A. That is correct, sir. 

Q. Why isn’t that done at this time, Mr. Mast, if you 
know? A. I am afraid that would be a management ques- 
tion. I do not know the answer to it. 

Q. Mr. Mast, a small 100, 200, 300 Mcf daily wouldn’t 
affect your ability to serve your existing customers, would 
it? A. I believe it would, sir. 

Q. In what way, sir? A. Well, our present delivery 
commitments to Panhandle and the small towns along our 
line are being fully utilized. Therefore, any additional 
deliveries would have to come from one of those existing 
customers. It could only be obtained by 
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taking it away from someone else. 

Q. You have delivered as much as 379,000 Mef daily to 
Panhandle, have you not? A. On a specific day, yes, sir. 

Q. Yes. 

And pretty much around 375,000 on an average during 
the winter months, isn’t it? A. I don’t believe that is en- 
tirely correct, sir. You have this additional problem in- 
volved, that the present small towns along our pipeline are 
not taking the full amount that has been allocated to them 
from the Commission. 

Now, any gas that they do not take, we have been hauling 
along the pipeline and disposing of it to Panhandle. Now, 
at such time as they choose to take their full allocations, the 
quantity going to Panhandle will drop considerably ; so the 
present deliveries to Panhandle are conditioned actually 
upon the take of the present connected small towns. 
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88 
By Mr. Perdue: 


Q. As a matter of fact, when you operate Trunkline, it 
isn’t that you are delivering to Panhandle what you can get 
through the line. As a matter of practical operation, you 
deliver what they call for, don’t you? A. Generally so, 
yes, sir. 

Q. I mean they have to maintain a certain capacity and 
they may want to take the larger portion of it from their 
system and sometimes they want to take it from your sys- 
tem, isn’t that correct? A. That is generally true. In 
other words, they can call on us up to our maximum capa- 
bilities. 

Q. You just operate back and forth and they take from 
Panhandle the major portion and sometimes from Trunk- 
line? A. That is true, except the past history has been 
that we have operated our total system on, oh, 95 and 


higher load factor on a yearly basis, which says that they 
are taking nominally what we can push through. 
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E. Rue Thomas, 
was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 


° s ° * 
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Q. Will you please state your name, business address 
and employment? A. My name is Everett Rue Thomas. 
I am employed by Trunkline Gas Company, located at 6650 
Kirby Drive in Houston, Texas, as Superintendent of the 
Gas Supply Department. 

Q. What is your education and experience? A. I grad- 
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uated from the Rice Institute in 1947 with a Bachelor of 
Science Degree in Mechanical Engineering, and from the 
South Texas School of Law in 1954 with a LLB Degree. I 
am a member of the Texas State Bar and a Registered 
Professional Engineer in the State of Texas. 

I was employed by Humble Oil & Refining Company from 
June 1947 to November 1956. While with Humble, I worked 
in various capacities in the Gas Department. In the field 
of engineering, 1 worked in gasoline plant and transmis- 
sion system design, gas transmission operations and gaso- 
line plant operations. Also, I worked in the Contract Sec- 
tion in the preparation and processing of gas sales con- 
tracts. I collected and prepared data pertaining to the 
background and negotiations involved in many interstate 
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contracts, and assisted in the preparation of other data to 
be used in connection with work before the Federal Power 
Commission. 

Q. Will you briefly describe the nature of your present 
duties as Superintendent of the Gas Supply Department? 
A. Sinee November 1956, when I came with Trunkline, my 
time has been spent in the negotiation of gas purchase con- 
tracts and jin continually surveying the areas in Texas and 
Louisiana where we purchase gas. Since the time of my 
employment with Trunkline, I have actively participated in 
the preparation and negotiations of all gas purchase con- 
tracts that Trunkline has entered into. I am responsible 
for the administrative functions of the Gas Supply Depart- 
ment, and I also supervise the allocation of gas purchases 
into the pipe line system under the terms of our gas pur- 


chase contracts. 
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Q. Will you please describe Exhibit Nos. 6, 7, 8, 9, and 
10—Gas Purchase Contracts? A. Exhibit Nos. 6, 7, 8, 9, 
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and 10 contain true and correct copies of the new gas pur- 
chase contracts executed by Trunkline since the hearing on 
its application at Docket G-8664. 

The contracts in Exhibit Nos. 6, 7 and 8 represent the 
routine acquisition of additional gas reserves to supplement 
existing system supplies for Trunkline’s present custom- 
ers. These contracts generally represent relatively small 
reserves near Trunkline’s main line or present gas supply 
laterals. The only additional facilities required by Trunk- 
line to receive gas under these contracts are meter run 
installations. Such installations are currently installed 
under a certificate in our ‘‘budget type’’ application at 
Docket No. G-14365. Deliveries under these contracts are 
usually commenced as soon as the producer has obtained 
the required Federal Power Commission authorization and 
is ready to deliver. The attachment of the gas supply in 
these contracts is in no way contingent upon the facilities 
or sales proposed in this application being authorized. The 
contracts in Exhibit Nos. 9 and 10 are for substantial new 
reserves in two gas supply areas on Trunkline’s system. 
The first area is in Railroad Commission District 3 of 
Texas, more specifically in the Chocolate Bayou Field in 
Brazoria County, Texas, and the Alta Loma-Hitchcock Area 
in Galveston County, 
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Texas. The second area is in South Louisiana, more spe- 
cifically from the Block 67 Field Offshore West Cameron 
Area; Block 14, Block 15 and Block 26 Offshore Vermilion 
Parish, North Freshwater Bayou Field, Southwest Esther 
Field, and Kaplan Field, Vermilion Parish, Louisiana. 

In order to attach the additional gas reserves under the 
contracts in Exhibit Nos. 9 and 10, Trunkline will con- 
struct and operate substantial new gathering facilities in 
the States of Texas and Louisiana, consisting of 143 miles 
of 12-inch, 14-inch, 16-inch and 20-inch lines and some 40 
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miles of smaller diameter lines. Initial deliveries under 
these contracts will be made about the time of Trunkline’s 
initial deliveries to Consumers Power. 

The gas supply under the contracts in Exhibit Nos. 9 and 
10 was required by Trunkline for the purpose of making gas 
reserves available for the project proposed in this proceed- 
ing for the sale of gas to Consumers Power. The acquisi- 
tion of this gas supply is contingent upon a satisfactory cer- 
tificate being issued in this proceeding for the sale to 
Consumers Power, and the contracts provide that if a cer- 
tificate acceptable to Trunkline is not received, Trunkline 
can cancel the contracts. Since deliveries under these con- 
tracts are relatively large compared to our present system 
capacity and sales, such deliveries cannot be received into 
the 
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system without the expansion of main line capacity and 
sales proposed in this proceeding. Upon the issuance of 
a satisfactory certificate to Trunkline, the gas supply un- 
der the contracts in Exhibit Nos. 9 and 10 will become a 
part of Trunkline’s overall system supply. 

Q. Did you actively participate in the preparation and 
negotiation of the gas purchase contracts in Exhibit Nos. 
9 and 10? A. Yes, I did. 

Q. Is there any corporate affiliation of any kind between 
Trunkline and the producers with whom Trunkline has 
executed the contracts set forth in Exhibit Nos. 6, 7, 8, 9 
and 10? A. No. 

Q. Were the contracts in Exhibit Nos. 6, 7, 8, 9 and 10 
negotiated at arms length? A. Yes. 

Q. Will you describe Trunkline’s experience in 1957 in 
contracting for new gas reserves? <A. During 1957 we 
were actively surveying the Texas and Louisiana Gulf 
Coast Area for potential supply. This survey involved 
determination of the quantity of reserves available, their 
location, the prices that were being paid, and the prices 
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that were being offered by pipe lines and requested by 
producers. 

In order to augment our gas supply for our present 
system, 
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we offered during 1957 to purchase gas at the prices we 
were currently paying in our various gas supply areas. 
These areas are in the Railroad Commission Districts in 
Texas, and North and South Louisiana. Without excep- 
tion, in each of these areas one or more interstate pipe line 
companies were offering prices in excess of the prices we 
offered. 

Our offered prices ranged from a few cents per Mef 
below those offered or paid by others to less than one-half 
the price offered or paid by others. At these prices, we 
were able to make purchases only in those cases where the 
reserves were relatively small and near our line or where 
the producer had no other choice. At these prices we were 
unable to enter serious negotiations with producers for 
any sizeable reserves. 

On three separate occasions during 1957, we also at- 
tempted to acquire sizeable gas reserves at prices in excess 
of the price Trunkline was then paying in the area in 
which the reserves were located. Even by offering these 
higher prices, Trunkline was unable to contract for these 
reserves because our price was less than the current compe- 
titive market price. 

Q. As a result of your experience in negotiating for new 
gas reserves in 1957, was it, in your opinion, possible for 
Trunkline to obtain substantial additional gas supplies at 
less than the current competitive market price? A. No. 
Our efforts to buy gas in 1957 at the prices we 
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were currently paying and at higher prices below the cur- 
rent competitive price level made it apparent, in my opin- 
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ion, that it would have been futile to attempt to acquire the 
substantial gas reserves required for the sale to Consumers 
Power without meeting the general level or prices pre- 
viously established by other pipe lines and existing market 
price at that time. The acquisition of relatively substan- 
tial reserves for purposes of augmenting system supply for 
present service also requires prices at the present competi- 
tive level. Indeed, we had reached the point, wher, unlss 
the prices we were paying were increased, we would not be 
able to continue purchasing sufficient reserves to maintain 
a supply to fulfill our existing system delivery commit- 
ments. 

Q. Will you state the practice of Trunkline regarding 
the attachment of minor contract additions and replace- 
ments? A. Trunkline’s gas supply is dedicated largely by 
long-term gas purchase contracts for the major supply 
sources. In addition, however, Trunkline has regularly 
executed a number of contracts for smaller reserves on a 


basis significantly different from these long-term con- 
tracts for major supply sources. These contracts for 
smaller reserves, known as minor contract additions and 
replacements, represent new discoveries along the route 
of our pipe line and represent situations where the pro- 
ducer has no other outlet for his gas. These minor con- 
tracts are often 
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for one or two well fields where the producer would not 
have an economical operation at production rates low 
enough to permit a 20-year depletion. In these instances, 
Trunkline executes a regular long-term contract with the 
producer, often at prices somewhat less than the current 
level of prices for significant reserves. Trunkline is able 
to take the gas under these minor contracts at a high rate 
and thus depletes the reserves involved in a relatively 
short period. Trunkline benefits from such minor con- 
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tracts by the flexibility of high rates of take and lower 
prices, thus, Trunkline’s past experience has shown that 
such minor contracts are available for at least 10 per cent 
of its system requirements. We are approached by pro- 
ducers no less than 8 or 10 times each month with offers 
for this type of sale. Trunkline will continue to regularly 
execute such minor contracts and will have no difficulty in 
thus contracting for at least 10 per cent of its system 
requirements. In fact, any difficulty regarding these minor 
contracts is the possibility of entering into too many of 
such contracts for a balaned gas supply situation. 

Q. Will you briefly describe how you went about acquir- 
ing the gas reserves under the contracts in Exhibit Nos. 
9 and 10 for the sale to Consumers Power? A. Immedi- 
ately after the execution of the initial letter agreement 
between Trunkline and Consumers Power on January 25, 
1958, 
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we commenced active negotiations for the gas supply for 
the Consumers Power project. Because of our thorough 
survey during 1957 of the gas supply situation on the Gulf 
Coast, we were able to and did begin serious negotiations 
almost immediately after the execution of the initial letter 
agreement between Consumers Power and Trunkline on 
January 25, 1958. Active negotiations were continued with 
various producers until approximately June 1, 1958, when 
we were able to obtain verbal or written commitments for 
sufficient reserves for this application which are repre- 
sented by the gas purchase contracts in Exhibit Nos. 9 
and 10. While we recognized the necessity during these 
negotiations of meeting the general level and range of 
prices previously established by other pipe lines and exist- 
ing at that time, we, of course, negotiated to obtain the 
required gas supply at the lowest possible price. Without 
exception, the prices finally arreed upon in the major initial 
contracts in Exhibits Nos. 9 and 10 were less than the price 
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originally requested by the producers and in the range of 
the current competitive market price. 


116 
Cross Examination by Mr. Perdue: 


* * * * * * * . e 


Q. Historically, how much of this short-term gas supply, 
this small gas supply is Trunkline dependent upon? What 
is the percentage, do you know? A. During the last two 
years our daily rate of purchases was equal to about ten 
per cent of our total daily purchases. So if we take that 
percentage during the last two years, ten per cent of the 
daily volume from minor contracts or what we call minor 
contract acquisitions and replacements would be realistic. 

Q. You forecast a rise in that, don’t you, an increase, 
in that class? A. I don’t mean to hedge your question. 
It is difficult to forecast whether there will be a decrease 
or increase. I would say that we could very easily make 
an inerease in those 
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type of purchases. I can’t emphasize just how many pro- 
ducers there are offering to sell up and down our system 
as long as we will buy under these conditions. 

Q. What is the average cost of that gas, per Mef? A. 
In recent contracts we have purchased as low as 9 cents, 
up to as much as 16, 16.2 cents. Probably if we would 
anticipate or project a cost of it, it would be 14 to 15 cents, 
very safely over the next few years or in the foreseeable 
future. 

Q. Do you plan to use any of that gas to supply Con- 
sumers Power? A. Could you ask that question a little 
differently? I don’t quite understand. Once we buy it 
we are not going to say ‘‘this red gas,’’ or “the blue gas 
will go to Consumers Power,’’ or to some particular cus- 
tomer. But we intend to keep buying this gas, it is a con- 
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tinuing process of acquiring gas and we will continue to 
keep buying that gas. 

Q. It is possible for you then—you do allocate the takes, 
don’t you? A. Yes, the gas becomes physically combined, 
though, and as such the system will be served by future 
contracts. 

Q. So it is impossible for you to earmark any particular 
gas supply then to any particular customer? A. That is 
right. 

s s * 


128 
Benjamin Schiffer, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Littman: 


° s * * 
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Q. You have testified that the rate was based upon the 
estimated cost of rendering service to Consumers Power 
Company. Would you please state briefly the nature of 
the cost study upon which the rate was computed. A. 
The cost study upon which the rate was computed was that 
prepared initially to comply with that part of the Com- 
mission’s certificate filing rules, Exhibit N, which calls for 
the ‘‘cost of service attributable solely to the proposed 
facilities’? where an enlargement or extension of facilities 
is involved. This study is of the additional or added costs 
which Trunkline would experience in order to render the 
proposed new service to Consumers Power Company. 
This type of cost study is frequently identified as an in- 
cremental cost study, and the costs so obtained frequently 
identified as the increment cost of rendering the service. 

Q. In your opinion, under the facts existing in this case, 
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is it appropriate and sound pricing to price the proposed 
new service to Consumers Power Company on the basis 
of such incremental costs? A. Yes, sir. The principle is 
the simple one that revenues produced from a new service 
should recover at least the additional costs of rendering 
the new service. 

Under the conditions existing here—that the plant ex- 
pansion and extension of the system some 200 miles be- 
yond its 
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present terminus are for the sole purpose of rendering 
service to a new major customer, it is appropriate, in my 
opinion, that the rate for such new service recover the 
additional costs incurred to render that service. 


153 


A. H. Aymond, Jr., 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 


By Mr. Arthur E. Palmer, Counsel for Consum- 
ers Power Company: 


Q. Will you please state your name and address? «A. 
A. H. Aymond, Jr., Jackson, Michigan. 

Q. By whom are you employed? A. Consumers Power 
Company. 

Q. Are you the A. H. Aymond who is identified as being 
the A. H. Aymond giving direct testimony as set forth in 
the volume entitled ‘‘Docket Number G-15394, Trunkline 
Gas Company prepared testimony’’—appearing under the 
heading ‘‘Trunkline Gas Company application, prepared 
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testimony of A. H. Aymond, Jr.’’, and consisting of pages 
numbered 1 through 7? A. I am. 

Q. Was that testimony, Mr. Aymond, prepared by you? 
A. Yes, sir. 

Q. Is it correct to the best of your knowledge and belief? 


154 
A. It is. 

Q. Do you adopt it as your direct testimony in these 
proceedings? <A. I do. 

Mr. Palmer: I then ask that that testimony be set forth 
in the transcript as the testimony of Mr. Aymond in these 
proceedings. 

Presiding Examiner: Very well, that will be and the 
reporter will proceed to copy into the record at this point, 
the prepared testimony of Mr. A. H. Aymond, Jr., and it 
will be treated as though given orally. 


(The prepared testimony referred to is as follows:) 


Q. Will you please state your name and address? A. 
A. H. Aymond, Jr., of Jackson, Michigan. 

Q. By whom are you employed? A. I am an Executive 
Vice President of Consumers Power Company. 

Q. Will you briefly describe your educational background 
and business experience? A.I graduated from North- 
western University in 1936 with a Bachelor of Arts degree. 
In 1939 I graduated from the University of Michigan Law 
School with a J.D. degree. From 1939 until 1944 I prac- 
ticed law in Chicago with the law firm of Miller, Gorham, 
Wescott and Adams. In 1944 I entered active duty with the 
United States Naval Reserve. Upon my release from serv- 
ice in 

155 
1946 I was employed by Commonwealth and Southern 
Corporation in New York City. In 1947 I was employed 
by Consumers Power Company as an attorney and suc- 
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cessively held the position of General Attorney, General 
Counsel, and Vice President and General Counsel. Dur- 
ing this period I also acted as counsel for Consumers 
Power Company’s subsidiary, Michigan Gas Storage Com- 
pany. On January 1 of this year I became an Executive 
Vice President of Consumers Power Company. 

Q. Will you briefly describe your duties as an Execu- 
tive Vice President of Consumers Power Company? A. 
I am the officer in charge of the Gas, Accounting and Legal 
Departments of the Company. With respect to gas opera- 
tions, my responsibility includes the procurement of a gas 
supply sufficient to meet the market requirements of Con- 
sumers Power Company’s service area. 

Q. Mr. Aymond, I have handed you a map which is en- 
titled ‘“‘Consumers Power Company, Michigan Gas Stor- 
age Company, Panhandle Eastern Pipe Line Company, 
Gas Supply Lines’’ and which has been marked for iden- 
tification as Exhibit 22. Was Exhibit 22 prepared under 


your supervision? A. Yes, it was. 

Q. Please refer to Exhibit 22 and briefly describe the 
gas service area of Consumers Power Company. 

Q. Consumers Power Company is a public utility ren- 
dering 
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gas service to approximately 460,000 customers in about 
300 communities in 29 counties in the lower peninsula of 
Michigan. Approximately 2,400,000 people reside in Con- 
sumers Power Company’s gas service area. The principal 
cities served with gas by the Company are Kalamazoo, 
Jackson, Lansing, Bay City, Saginaw, Flint and Pontiac. 

Q. Would you please state the present sources of Con- 
sumers Power Company’s gas supply? A. Consumers 
Power Company at the present time receives practically its 
entire gas supply from Michigan Gas Storage Company. 
A minor portion of Consumers Power Company’s supply 
is obtained by it from producing fields in Michigan. 
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Q. Would you describe the integrated gas operations of 
Consumers Power Company and Michigan Gas Storage 
Company? <A. Yes. In 1946, Consumers Power Company 
caused the Michigan Gas Storage Company to be organ- 
ized. Consumers Power Company owns 7 dper cent of Mich- 
igan Gas Storage Company’s common stock and the re- 
maining 25 per cent of the stock is owned by Panhandle 
Eastern Pipe Line Company. Storage Company pur- 
chases all of its gas supply from Panhandle Eastern Pipe 
Line Company pursuant to the terms of two service agree- 
ments dated October 6, 1955, which are on file with this 
Commission and which provide for the delivery of 77.235 
Wilion cohts foot ef gas per year. All of the vas -h 
Storage Company purchases, except the gas used in its own 
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operations, is sold to Consumers Power Company which 
is Storage Company’s sole customer. Generally speaking, 
the gas received by Storage Company from Panhandle dur- 
ing the winter is delivered by Storage Company directly to 
Consumers Power Company’s markets. During the warm- 
er months of the year, the volume of gas received from 
Panhandle in excess of the volume of gas delivered by 
Storage Company directly to Consumers Power Company’s 
markets is placed in Winterfield, Cranberry Lake and Riv- 
erside storage fields. These fields are shown on Exhibit 
22 and are located approximately in the center of the 
lower peninsula of Michigan, and are owned and operated 
by Storage Company. The gas in storage is withdrawn 
and sold by Storage Company to Consumers Power Com- 
pany on winter days when Panhandle’s deliveries are less 
than Consumers Power Company’s send-out. 
Approximately $46,000,000 is presently invested in the 
facilities and properties of Storage Company and Con- 
sumer’s investment in gas facilities exceeds $180,000,000. 
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Q. Is Consumers Power Company’s gas supply sufficient 
to meet the requirements of its service area? A. No. 
There is an acute shortage of gas supply in Consumers 
Power Company’s service area. This shortage has existed 
since the end of World War 11, despite continuing efforts 
on the part of the Company to obtain an adequate supply. 

Q. What steps have been taken to alleviate this gas sup- 
ply shortage? 
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A. Since the incorporation of Storage Company, in 1946, 
that Company has intervened in behalf of Consumers 
Power Company in all the expansion proceedings of Pan- 
handle Eastern Pipe Line Company before this Commis- 
sion in an effort to obtain additional supplies of gas. How- 
ever, the increased supplies which have been made avail- 
able to Storage Company out of those proceedings have 
never been sufficient to satisfy the requirements of Con- 
sumers Power Company’s market area. 

Q. What effect has this shortage of gas supply had on 
Consumers Power Company’s gas operation? A. The 
Company, continuously since 1946, has had to restrict the 
attachment of space heating units to its system. As a 
result, less than half of the Company’s customers have 
gas for space heating and there is still a tremendous un- 
satisfied demand for space heating gas from present and 
potential customers in the Company’s service area. Pres- 
ently, the Company has over 125,000 space heating appli- 
cations on file which it cannot accept because of the short- 
age in gas supply. These applications have been filed with- 
out any solicitation from the Company. 

Q. Is the present contract supply from Panhandle East- 
ern Pipe Line Company and the supply from Michigan 
production adequate to serve Consumers Power Company’s 
presently attached load? 
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A. No. It is estimated the Consumers Power Company’s 
annual sales in 1958 will exceed the present contract sup- 
ply from Panhandle Eastern Pipe Line Company and 
the supply available from Michigan producing fields by 
8 billion cubic feet. 

Q. Will this deficiency increase in 1959 and 1960 even 
if the Company does not take on any additional space heat- 
ing cutomers? A. Yes. Normal load growth for uses 
other than space heating will result in deficiencies of 12 
billion cubie feet in 1959 and 16 billion cubic feet in 1960. 

Q. Will the proposed Trunkline Gas Company’s sup- 
ply completely relieve the shortage of gas in Consumers 
Power Company’s service area? A. No. The gas supply 
provided for in the Letter Agrcement with Trunkline Gas 
Company, which is a part of Exhibit 28 in these pro- 
ceedings, of 100,000 Mcf per day commencing October 1, 
1959, with annual increases of 25,000 Mcf a day up to a 
maximum of 200,000 Mef a day by October 1, 1963, will 
not completely relieve the shortage in gas supply which 
will exist in Consumers Power Company’s service area 
during these years. However, Storage Company has en- 
tered into an agreement with Panhandle for an additional 
13.3 billion cubie feet of gas per year to be made avail- 
able from the abandonment proceedings now pending be- 
fore this Commission in Docket No. 
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G-11061 et al. The combination of these two gas supplies 
should relieve the shortage in Consumers Power Com- 
pany’s market area through 1962. 

Q. Does Consumers Power Company support the appli- 
eation of Trunkline Gas Company in Docket No. G-15394 
for authority to deliver 100,000 Mcf a day to Consumers 
Power Company commencing October 1, 1959, and increas- 
ing to 135,000 Mef a day by October 1, 19612 A. Yes. The 
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application filed by Trunkline Gas Company in Docket No. 
G-15394 was provided for in the Letter Agreement be- 
tween Trunkline Gas Company and Consumers Power 
Company and represents the first step in the expansion 
of Trunkline Gas Company’s facilities to provide the 200,- 
000 Mcf a day to Consumers Power Company commenc- 
ing October 1, 1963, in accordance with that Agreement. 

The additional supply of gas provided for in the ap- 
plication filed by Trunkline Gas Company in Docket No. 
G-15394 will permit the Company to meet the require- 
ments of its present customers and also will make it pos- 
sible for the Company to render additional space heating 
service to many thousands of people throughout our serv- 
ice area. 

Q. If an additional gas supply is not made available to 
Consumers Power Company, what will be the effect on the 
Company’s operations? A. Even if Storage Company is 
able to continue purchasing 
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approximately 6 billion cubic feet of excess off-peak gas 
annually from Panhandle Eastern Pipe Line Company, 
which of course is not certain, the requirements of Con- 
sumers Power Company’s presently connected load could 
only be met through the 1959-1960 winter period and this 
would require substantial net withdrawals from and in- 
creasingly serious reductions in storage field reserves. 
Accordingly, if an additional gas supply is not made avail- 
able to Consumers Power Company by 1960 it will be nec- 
essary for the Company in that year to put into effect 
and maintain a 100% restriction on the attachment of any 
additional loads, and, in addition, put into effect sub- 
stantial and increasing curtailments of its presently con- 
nected firm industrial loads. This will have a disastrous 
impact on the personal and economic welfare of the peo- 
ple and industry throughout our service area. 


John B. Simpson, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination. 
By Mr. Palmer: 


Q. Does Page 4 of Exhibit 23 show the actual annual 
supplies of gas received by Consumers Power Company 
in 1955, 1956 and 1957 and the annual gas supplies which 
the Company estimates it will receive in 1958 through 
1962, based upon the first step in Trunkline Gas Com- 
pany’s expansion and additional deliveries from Panhan- 


dle Eastern Pipe Line Company as a result of the proceed- 
ings in Docket No. G-11061, et al? A. Yes, it does. Page 
4 shows that Consumers Power Company’s sources of 
supply in 1955, 1956, 1957 and 1958 were and are Michi- 
gan Gas Storage Company and production from 
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Michigan fields. In 1959 the Company, in addition to these 
sources, will commence to receive Trunkline Gas Com- 
pany’s proposed supply. In 1960, 1961 and 1962 the Com- 
pany’s principal sources of supply will be Trunkline Gas 
Company and Michigan Gas Storage Company. The an- 
nual gas supplies shown on Page 4 from Trunkline Gas 
Company are based upon 100 per cent load factor pur- 
chases of the maximum daily deliveries provided for in 
the Service Agreement between Consumers and Trunk- 
line, which is a part of Exhibit 28 in these proceedings; 
namely, 100,000 Mcf a day commencing October 1, 1959, 
125,000 Mcf a day commencing October 1, 1960 and 135,000 
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Mef a day commencing October 1, 1962. The annual de- 
liveries, shown on Page 4 from Michigan Gas Storage 
Company after 1958, are based upon the assumption that 
Storage Company will receive 77.235 billion eubic feet of 
gas from Panhandle, as provided in the Service Agree- 
ments presently in effect, and that in addition Storage 
Company will receive from Panhandle an additional an- 
nual volume of 13.3 billion cubie feet of gas, commencing 
October 1, 1959, as a result of the proceedings before this 
Commission in Docket No. G-11061, et al. Approximately 
11 billion cubic feet of the gas to be received by Storage 
Company from Panhandle Eastern Pipe Line Company 
in 1960 will be used to replace the gas which will be with- 
drawn from Storage Company’s storage field reserves to 
meet the requirements of Consumers Power Company" 

connected load prior to the 
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receipt of any additional gas supplies. The replacement 
of these reserves will restore the operating flexibility of 
the storage fields which will be impaired by the withdrawal 
of reserves in 1958 and 1959. Consumers Power Company 
in 1960 will continue to receive a minor portion of its 
gas supply from Overisel and Northville Fields in Michi- 
gan prior to their conversion to storage operations in the 
summer of 1960. 

Q. Would you please describe in greater detail the gas 
supply which is available to Consumers Power Company 
from Michigan production and Consumers Power Com- 
pany’s plans to convert Overisel Field and Northville Field 
to storage fields? A. Yes. The history of natural gas 
production in Michigan has involved the development of 
small gas fields throughout the southern lower peninsula 
of the State of Michigan. The Company has always taken 
an active role in the discovery and development of these 
fields. At the present time the Company’s Michigan pro- 
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duction is being obtained from Northville Field, which is 
shown on Exhibit 22, and is located northwesterly of De- 
troit near the City of Plymouth, and from Overisel Field, 
which is also shown on Exhibit 22, and is located in Alle- 
gan County in the westerly portion of the lower peninsula. 
The Company expects to obtain approximately 5.7 billion 
eubie feet of gas from Michigan production in 1958 and 
8 billion cubic feet in 1959. The Company expects that 
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Michigan production will continue to provide only a minor 
portion of its market requirements. Consumers Power 
Company plans to convert Overisel and Northville Fields 
to storage operations by 1960. The producing formation 
in Overisel Field is the Salina A-2 dolomite and the field 
has approximately 6500 productive acres, with 38 pro- 
ducing wells. The original recoverable reserves in the field 
are presently estimated to be 50 billion eubie feet. When 
the field is fully developed for storage operations, it is 
estimated that the cyclic capacity of the field will be 18 
billion cubic feet, and it is presently estimated that the 
maximum deliverability of the field will be approximately 
200 million cubic feet per day. 

There are two producing formations in Northville Field, 
the Niagara and the Trenton-Black River, both of which 
are dolomite formations. The field has approximately 2650 
productive acres with 29 producing wells. The original 
recoverable reserves are presently estimated to be 22 bil- 
lion cubic feet. When the field is fully developed for 
storage operations, the cyclic capacity of the field is esti- 
mated to be 8 billion cubic feet, and it is presently esti- 
mated that the maximum deliverability of the field will 
be approximately 50 million cubic feet per day. 
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Q. Will the receipt of this additional supply of gas 
from Trunkline require the Consumers Power Company 
to construct any additional facilities and if so would you 
please describe 
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them? A. Yes, these facilities and the estimated cost 
thereof appear on Page 8 of Exhibit 23. To convert and 
develop the Overisel and Northville Fields as storage fields, 
it will be necessary to drill approximately 150 wells at a 
cost of approximately $6,000,000 and install well lines 
and gathering lines at a cost of approximately $2,000,000 
for a total aggregate cost of $8,000,000. In addition, 5400 
horsepower compressor stations will be built at each field 
at an aggregate cost of approximately $5,600,000. The de- 
livery point to Consumers Power Company for the Trunk- 
line Gas Company’s supply will be at the Indiana-Michigan 
border near White Pigeon, Michigan. Consumers Power 
Company proposes to construct a 26-inch pipeline from 
this point to Northville Field, a distance of approximately 
121 miles, at a cost of approximately $12,000,000. The 
Company also proposes to construct a 24-inch pipeline ex- 
tending from the Northville Field Compressor Station 
to a point of interconnection with an existing 24-inch pipe- 
line of Michigan Gas Storage Company at Clarkston Junc- 
tion, a distance of approximately 20 miles, at a cost of 
approximately $2,000,000. It will also be necessary for 
Consumers Power Company to complete its proposed 24- 
inch pipeline extending easterly from the Overisel Field 
to Laingsburg Junction on Storage Company’s parallel 
90-inch and 22-inch main lines. The 45-mile section of this 
pipeline, extending eastwardly 
203 

from the Overisel Field to Woodbury, was completed in 
1958 at a cost of approximately $3,900,000. The remaining 
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40-mile section of this pipeline from Woodbury to Laings- 
burg Junction will be constructed in 1959 at an estimated 
$3,400,000 cost, for a total cost of the pipeline of approxi- 
mately $7,300,000. In addition to these major projects, 
Consumers Power Company will also carry on its continu- 
ous program of constructing additions and improvements 
to its distribution systems and other gas properties at an 
estimated cost of $19,000,000 a year. 


Q. Would you please explain page 3 of Exhibit 272 A. 
Page 3 of Exhibit 27 shows the actual annual gas sales 
and Company use and unaccounted-for gas of the Company 
in 1955, 1956 and 1957. It also shows the estimated annual 
sales and use and unaccounted-for gas of the Company 
in 1958, 1959, 1960 and 1961, on the assumption that only 
the customers shown on Page 2 for those years are at- 
tached to the Company’s system. Line 12 shows, that even 
with restrictions on the attachment of additional space 
heating customers, the Company’s annual gas require- 
ments will increase from 8214 billion cubic feet in 1957 
to over 103 billion cubic feet in 1961. 

Q. Would you please explain the annual gas supply data 
shown on page 4 of Exhibit 272 A. Yes. Page 4 shows 
the actual and estimated annual volumes of gas avail- 
able to Consumers Power Company from its existing 
sources of supply; namely, purchases from Michigan Gas 
Storage Company, and from Michigan production. As 
shown on Line 2 of the page, in order to meet the increas- 
ing requirements of its restricted market, Consumers Power 
Company, each year, will be compelled to purchase larger 
quantities of gas from Michigan Gas Storage Company, 
increasing from 80 billion cubic feet in 1957 to over 95 bil- 
lion cubic feet in 1961. The balance of the Company’s 
annual supply will have to be obtained by increasing the 
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production from Michigan fields. Lines 9 through 13 on 
page 4 show how the Company 
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relied on excess deliveries from Panhandle Eastern Pipe 
Line Company over the last three years to meet the re- 
quirements of its restricted market. Lines 12 and 13 also 
show that even though Michigan Gas Storage Company 
is able to purchase approximately 6 billion cubic feet of 
off-peak gas annually from Panhandle Eastern Pipe Line 
Company in excess of the present contract volumes, it 
will be necessary to make large net annual withdrawals 
from Storage Company’s storage reserves to meet the 
estimated annual requirements of Consumers Power Com- 
pany’s restricted market during the years 1958 through 
1961. As Mr. Aymond has testified, the annual require- 
ments of the Company’s restricted market, as shown on 
page 3 of Exhibit 27 will exceed the annual volumes avail- 
able from the Panhandle Eastern Pipe Line Company’s 
present contract supply and Michigan production by ap- 
proximately 8 billion cubic feet in 1958, 12 billion cubic 
feet in 1959 and 16 billion cubic fect in 1960. This defici- 
ency will increase to almost 20 bililon cubic feet in 1961. 

Q. Does Page 5 of Exhibit 27 show the actual and esti- 
mated peak-day requirements of Consumers Power Com- 
pany based on the restricted number of customers shown 
on Page 2 of the Exhibit? A. Yes. The actual peak-day 
requirements of the Company during the last three win- 
ters are shown in Columns (C), (D) and (E) on Page 5 
of Exhibit 27. The estimated peak-day 
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requirements of the Company, through the 1961-1962 win- 
ter, assuming no increase in the authorized number of 
space heating customers, are shown in Columns (F), (G), 
(H) and (I) on page 5. 
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A. Does Page 6 of Exhibit 7 show the actual and esti- 
mated peak-day volumes of gas available to Consumers 
Power Company from its existing sources of supply? A. 
Yes. Page 6 shows the actual and estimated peak-day vol- 
umes of gas available to the Company from its existing 
sources of supply; namely, purchases from Michigan Gas 
Storage Company and Michigan production. As shown on 
Page 6, these existing sources of peak-day supply will be 
inadequate to meet the peak-day requirements of Con- 
sumers Power Company’s restricted market in the 1960- 
1961 winter, and it is estimated that the deficiency on the 
peak day of that winter will be approximately 40,000 Mef. 
This deficiency will increase to an estimated 358,000 Mef 
in the 1961-1962 winter because Storage Company’s only 
source of peak-day supply at that time will be Panhandle 
Eastern Pipe Line Company’s present firm contract de- 
liveries of 85,000 Mcf. As shown on Page 6, the required 
net withdrawals of reserves from the storage fields to 
make up the deficiencies in annual gas supplies available 
from Panhandle’s present contract firm deliveries, and 
from Michigan production requirements in 1958, 1959 
and 1960 will at 
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first reduce and finally eliminate the storage fields as a 
source of peak-day supply. 

Q. Would you please explain page 7 of Exhibit 272 A. 
Page 7 shows the basic factors which were used in estimat- 
ing the annual and peak-day gas requirements shown on 
the preceding pages of this exhibit. These factors are the 
same factors as were used in computing Exhibit 23. The 
space heating saturation of the Company during the last 
three years and the estimated space heating saturation for 
the next four years, assuming no increase in the author- 
ized number of space heating customers, are shown on 
lines 10 and 11 of page 7. 
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Phil Porter, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination. 
By Mr. Littman: 


Q. State your name, address, and employer. A. My 
name is Phil Porter. My address is 5625 Daniels Avenue, 
Dallas, Texas. I am Vice-President of the firm of DeGol- 
yer and MacNaughton, Dallas, Texas. 

Q. State your education and experience. A. I hold a 
Bachelor of Arts Degree in Chemistry from Princeton 
University and a Bachelor of Science Degree in Geology 


from the University of Oklahoma. I was employed by the 
Atlatl Royalty Corporation, Houston, Texas in 1938 as 
a geologist and remained in their employ for three years. 
In the fall of 1941, I joined the firm of DeGolyer and Mac- 
Naughton and have been with them since that time, except 
for four years of active duty with the U. S. Naval Re- 
serve during World War II. During this time, I have 
been engaged in the estimation of the extent, value, and 
availability of oil and gas reserves, particularly in the 
Gulf Coast Area and Southwest Texas. I am a registered 
professional engineer in the states of Texas and California, 
a member of the Society of Petroleum Engineers of the 
American Institute of Mining, Metallurgical, and Petro- 
leum Engineers, and a member of the American Associa- 
tion of Petroleum Geologists. 
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I have previously testified before the Federal Power 
Commission in the Applications for a Certificate of Pub- 
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lic Convenience and Necessity of Trunkline Gas Company 
in Docket G-S82 and Docket G-8664, Texas Illinois Natural 
Gas Pipeline Company in Docket G-1246, and Coastal 
Transmission Corporation in Docket G-9960. 

Q. In what business is the firm of DeGolyer and Mac- 
Naughton engaged? A. The firm of DeGolyer and Mac- 
Naughton is a corporation whose principal business is the 
estimation of oil and gas reserves, the appraisal of the 
value and availability of oil and gas reserves, and the con- 
duct of exploratory geological activities. 

The firm prepares evaluation reports on oil and gas prop- 
erties for banks and insurance companies and it also pre- 
pares estimates of oil and gas reserves for submission to 
the Federal Power Commission and the Securities and Ex- 
change Commission. 

The firm is a consultant to the United States Govern- 
ment in connection with certain naval petroleum reserves 
and has acted as consultant to other governments or gov- 


ernment-sponsored projects in South America, Europe, 
and the Middle East. 

Q. Will you please state your relationship to applicant 
in this Docket G-153941 A. In the fall of 1957, when the 
firm of DeGolyer and MacNaughton was working on a gas 
supply certificate for Trunkline 
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Gas Company to be used for financial purposes, we were 
advised that our estimates might be used in an applica- 
tion by the Company for a Certificate of Public Conveni- 
ence and Necessity for an expansion of its facilities. Early 
in 1958, Trunkline advised us that they did intend to use 
our estimates in such an application and requested that 
we prepare the necessary exhibits. I began formal work 
on the preparation of the exhibits for this hearing about 
March, 1958, and have prepared exhibits which are being 
presented at this hearing. 
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Q. Were Exhibits 12, 13 and 14 prepared by you or un- 
der your direct supervision? A. Yes, sir. I had the over- 
all supervision for their preparation. The actual exhibits 
on the gas fields in Louisiana were prepared by Mr. E. R. 
Scott and Mr. E. A. Olson and the exhibits supporting the 
reserve and availability estimates for Louisiana will be 
sponsored by these men, both of whom are members of 
the firm of DeGolyer and MacNaughton. The results of 
their work, together with the results of my work on the 
reserves and availability of gis from gas fields in the state 
of Texas, are summarized in a separate exhibit which I 
have prepared. 

Q. Will you please explain Exhibit 12? A. Exhibit 12 
has been divided into four sections. The first section, ‘‘To- 
tal Field Reserves’’ shows the total proved gas in place 
for each reservoir as well as the total salable gas 
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reserves dedicated to Trunkline Gas Company. Line 343 
of page 11 in column 7 shows that the total proved re- 
serves dedicated to Trunkline Gas Company as of Janu- 
ary 1, 1958, were 3,345,135 million cubic feet of gas. The 
second section, ‘‘Summary of Gas Reserves by Contract”’ 
summarizes the dedicated gas reserves by reservoirs under 
each gas purchase contract, together with pertinent in- 
formation on the contracts. The third section, ‘‘Summary 
of Availability,’? shows two tabulations. The second tab- 
ulation in this section, ““Summary of Available Gas Vol- 
umes,’’ which is page 26, shows the total contracted gas 
supply which will be available to Trunkline Gas Company 
on both a daily and annual basis yearly for the next 20 
years. Columns 9 and 10 of this tabulation, headed ‘‘ Minor 
Contract Additions and Replacements’? show additional 
gas which I estimate will be purchased on a routine basis 
by Trunkline Gas Company in future years. The first page 
of this Summary of Availability, page 25 of Exhibit 12, 
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is simply a conversion of the total estimated availability 
to a water saturated basis. This is an arithmetic conver- 
sion and was done at the request of Trunkline Gas Com- 
pany for their convenience in relating it to their sales 
contracts. The fourth and final section of this exhibit, 
‘¢ Availability by Fields under Existing Contracts,’’ shows 
the availability of gas by individual fields on both an aver- 
age daily and annual basis for all dedicated reserves, both 
in Louisiana and Texas. Where 
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necessary, these availabilities have been further broken 
down into various contracts. 

Q. Will you please explain what you mean by ‘‘Minor 
Contract Additions and Replacements?’’ A. These ‘‘Minor 
Contract Additions and Replacements’’ represent the in- 
dividual small additional contracts which Trunkline will 
make during the next 20 years to supplement its existing 
gas purchase contracts. This additional gas supply is 
based largely upon Trunkline’s actual experience during 
the past six full years of its operation. Virtually the en- 
tire gas supply of Trunkline Gas Company is dedicated 
under long term gas purchase contracts. Included in these 
contracts are a number of smaller contracts which are sig- 
nificantly different from their major supply sources. These 
smaller contracts are those with minor reserves which 
Trunkline Gas Company has negotiated during the normal 
course of its operation whenever space existed in the pipe- 
line to permit the purchase of additional gas. They are 
contracts which generally have been negotiated without 
regard for any specific plans for an expansion of the pipe- 
line. I have limited my consideration to those fields in 
which the individual supplier delivers less than one billion 
cubic feet per year and in which the total field reserve is 
less than 21.9 billion cubie feet. Trunkline has contracted 
for the gas in several such fields 
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during each of the first six years of its operation and for 
the past two years has received from them in excess of 
16 billion cubic feet per year, or more than 11 per cent 
of the total annual requirements. 

Trunkline is still following this policy of acquiring such 
additional minor contracted gas supplies and my avail- 
ability study assumes that it will continue to pursue this 
policy in the future. The additional gas reserves to supply 
these future minor contract additions and replacements 
will come from fields already discovered but not committed 
to any pipeline, from extensions and new reservoir dis- 
coveries in fields already contracted to Trunkline, and 
from new fields to be found along the route of Trunkline’s 
pipeline. 


Cc. M. Allen, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination. 
By Mr. Littman: 


Q. Will you please state your name, address, and busi- 
ness? A. My name is C. M. Allen, a resident of Houston, 
Texas. I am controller and Assistant Secretary of Trunk- 
line Gas Company. 

Q. Will you briefly deseribe your education and experi- 
ence? A. I received a BS deeree in business administra- 
tion with an accounting major from the University of 
Kansas in 1941. I have a certificate as a certified public 
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accountant issued after examination In 1949 by the State 
of Missouri. 

I am a member of the American Institute of Certified 
Public Accountants and a member of the Controllers In- 
stitute of America. 

After spending approximately four years in the Armed 
Forces during World War II, I was employed by Peat, 
Marwick, Mitchell and Company in Kansas City, Missouri 
from 1946 to 1952 
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in the various capacities of junior accountant, senior ac- 
countant and supervisor. 

During this period I performed or supervised accounting 
audits of various types and sizes of businesses, including 
the preparation of financial statements and data filed with 
the Securities and Exchange Commission. In 1952 and 
1953, I was employed by Panhandle Eastern Pipe Line 
Company in Kansas City, Missouri as supervisor of the 
accounting department. 

In September, 1953, I was transferred to Panhandle’s 
subsidiary, Trunkline Gas Company. Since that time I 
have supervised the accounting operations of Trunkline 
for operating revenues and expenses, for construction ac- 
tivities, the preparation of periodic financial statements, 
and have prepared various financial studies, analyses and 
forecasts, economic feasibility studies, and estimates of 
Trunkline Gas Company’s operations and its cost of serv- 
ice to Panhandle Eastern Pipe Line Company. 

I have testified as a witness in various FPC rate and 
certificate proceedings for Panhandle Eastern Pipe Line 
Company—namely, in FPC Docket Nos. G-1116, G-1705, 
G-2433 and G-2506 and for Trunkline in FPC Docket Nos. 
G-8664 and G-9034. Such testimony involved the presenta- 
tion of actual and pro forma statements covering cost of 
service studies including rate base determinations and 
computation of return thereon, operating 
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revenues, operating expenses, depreciation and federal 
and state income and other taxes. 


The volume of sales to the small general customers un- 
der Rate Schedules G-1 and SG-1 represents only approxi- 
mately 2 per cent of total estimated sales from the exist- 
ing facilities. The total estimated sales to Panhandle East- 
ern (Rate Schedules P-1 and R-1) represents the balance 
(or approximately 98 per cent) of the total estimated sales 
from the existing facilities of 360,000 Mef per day. The 
estimated firm sales to Panhandle represents the contract 
demand of 345,000 Mcf per day, at 100 per cent load fac- 
tor, billed under Rate Schedule P-1 and the excess gas vol- 
ume represents the volume taken in excess of the contract 


demand of 345,000 Mef per day, which excess volume is 
billed under Rate Schedule R-1. 


° * e ° ° * 


Cross-Examination. 
By Mr. Perdue: 


Q. Will you refer to Exhibit 16, and will you tell which 
of the Trunkline officials are named on that exhibit are 
also officials of Panhandle Eastern Pipe Line Company? 
A. Yes, Mr. Leslie T. Fournier, is also Vice President and 
Treasurer of Panhandle Eastern Pipe Line Company. 

Mr. William C. Keefe, is Secretary of Panhandle East- 
ern Pipe Line Company. 

Mr. William G. Maguire is the Chairman of the Board, 
and President and Director of Panhandle Eastern Pipe 
Line Company. 


(349) 


Mr. Frank A. Moyer is Assistant Secretary of Panhandle 
Eastern. 
Frederick H. Robinson is Vice President of Panhandle 
Hastern. 
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And I believe there are perhaps two or three directors 
listed there who are also directors of Panhandle Eastern. 
I am not prepared at this moment to say precisely which 
ones. 

Q. But there are two or three? A. I believe there are 
two or three, yes. 

Q. The allocation that you set forth in Exhibit 20 was 
promulgated by whom in your company? A. I prepared 
the exhibits. The principles behind the exhibit was estab- 
lished—that is, the principle of allocating to Consumers 
Power those costs directly associated with the sale of gas 
to Consumers Power was actually a decision of manage- 
ment, of the company. It was involved in connection with 
the negotiations with Consumers Power. 

Q. Was it done by resolution of the Board of Directors? 
A. The Board of Trunkline did approve the filing of this 
application and the proposed sale to Consumers, and I 
believe the wording in the minutes of the Board meeting 
did bring out the principle that the rate to Consumers 
Power, would be based on those costs, that is the principle 
here, based on the costs directly associated with that sale. 

Q. Isn’t it a fact that the majority of the Board of Trunk- 
line are also members of the Board of Panhandle? A. 
Well, as I mentioned before, those that I am quite certain 
are also directors of Panhandle Eastern Pipe Line Com- 
pany are Mr. Frederick Robinson, I am quite certain Mr. 
Charles E. 

351 


Main is. Of course, Mr. Maguire is Chairman of the Board 
of Panhandle. And I believe Mr. Sidney Lanier is a Direc- 
tor of Panhandle. 
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Apparently I am corrected that he is not. 
* * * . * s 
364 
Leslie T. Fournier, 

was called as a witness and, after being first duly sworn, 
Was examined and testified as follows: 

Direct Examination. 

By. Mr. Littman: 


s * ad 


Cross Examination by Mr. Perdue. 


. * * * * s * * s 


Q. Mr. Littman indicated during the preliminary cross 
examination of Mr. Allen that you would be able to tell 


us with a little more certainty than Mr. Allen expressed, 
the company officials of Trunkline who were, also, members 
of the Board of Directors of Panhandle. 

Q. Shown on Exhibit 16. I wonder if you would do so 
at this time. 
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A. Yes, sir. 

Mr. Dunean—J. Donald Dunean is a director of both 
companies. 

Mr. William G. Maguire is a director of both companies. 

Mr. Charles E. Main is a director of both companies. 

There are four other directors of Trunkline who are 
not directors of Panhandle Eastern. The total number of 
directors of Trunkline is seven. 

Mr. Littman: Do I understand Mr. Frederick H. Robin- 
son: 

The Witness: Is not a director of Trunkline. 

Mr. Littman: I am sorry, not a director? 
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The witness: That is correct. 
By Mr. Perdue: 

Q. He is a director of Panhandle—— A. That is correct. 

Q. Let me ask you this: Are there any officials here who 
are not directors of Trunkline that are directors of Pan- 
handle? A. Yes, sir. 

Mr. Frederick H. Robinson is a director of Panhandle 
and he is Vice President of Trunkline. 

Q. He is the only one? <A. He is the only one. 


° * * 


W. K. Sanders, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination. 
By Mr. Littman: 


Q. Will you please state your name, residence, and pres- 
ent position, Mr. Sanders? A. My name is W. K. Sanders. 
I reside in Houston, Texas. I am President of Trunkline 
Gas Company. 

Q. Will you briefly tell us your background in the nat- 
ural gas industry? A. I have been actively engaged in 
various phases of the natural gas industry since 1924. I 
have worked in the field in all phases of gas production, 
transportation, and distribution. 

In various capacities and at various times with the Mis- 
souri Kansas Pipe Line Company and Panhandle Eastern 
Pipe Line Company, I have had charge of every type of 
gas production and transmission operation. I became fa- 
miliar with the problems of operation of the pipe line, 
compressor station facilities, and 
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all related activities necessary in the construction, opera- 
tion, and maintenance of gas transmission lines. My duties 
necessarily involved the budgeting of expense for construc- 
tion, maintenance, and operation, as well as the actual su- 
pervision ef such activities thereafter. 

In 1950 I came with Trunkline as Vice-President in 
charge of operations. I have been actively associated with 
every phase of the construction of the Trunkline facilities 
sinee the inception of the program. I am familiar with 
the pipe line, compressor station facilities, gas purchase 
contracts, and other related matters in connection with the 
operation of the company. 

In April of 1957 I was elected to my present position 
as President of the Company. 


Cross-Examination. 


By Mrs. Phebe Eppes Gordon, Counsel for Bat- 
tle Creek Gas Company: 


Q. Mr. Sanders, is it not fair to say that this is the first 
time that Trunkline has filed an application under 7-C, to 
furnish service to anyone other than its original supplier, 
Panhandle? A. That is correct, this is the first. 
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Q. The other customers that Trunkline is presently serv- 
ing have been taken on principally under Section 7-A ap- 
plications, have they not? A. That is correct. 

Q. Has Panhandle at any time requested additional allo- 
cations and deliveries over and above that already author- 
ized from Trunkline? A. Has Panhandle requested deliv- 
eries from Trunkline? 

Q. That is right. A. No. 
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Q. In your prepared testimony on Page 2, it seems that 
in the spring of 1957 Trunkline approached Consumers 
Power regarding additional supplies of gas? A. That is 
correct. 

Q. Did Trunkline at any time offer this additional gas 
to Panhandle? A. This particular gas? 

Q. Yes, any gas. A. Not as an offer. It was discussed 
with Panhandle. Certainly, they were aware of this proj- 
ect and—— 

Mr. Littman: Just a minute. Had you completed your 
answer? 

Mrs. Gordon: I am sorry. 

Mr. Littman: I think he said ‘‘and,’’ and I was not sure. 
Had you finished? 
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The Witness: They were aware of this project, and at 
that time they did not request Trunkline to provide addi- 
tional capacity for them. Trunkline did not solicit or ask 
Panhandle to take more gas, because a project of this type 
requires considerable time to gain the gas supply. And the 
larger it is the more difficult it is. 

By Mrs. Gordon: 

Q. Were you present during the hearing yesterday, Mr. 
Sanders? A. Most of the time, not all the time. 

Q. I believe that Mr. Mast testified that the gas supply 
which is the subject matter of this proceeding was not 
acquired until after negotiations with Consumers had at 
least gotten well under way, is that your understanding? 
A. If Mr. Mast—I do not recall Mr. Mast talking about 
the gas supply. 

Q. It may have been Mr. Thomas. A. Probably, it was 
Mr. Thomas. But the gas supply was not acquired for this 
project until after the agreement was signed with Con- 
sumers Power. 

Q. Did Trunkline at any time discuss this expansion 
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without regard to the particular supplier with Panhandle? 
A. The expansion to Consumers? 

Q. No, the expansion of Trunkline facilities. A. Pan- 
handle was aware of the project as it went along 
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with Consumers Power. However, I carried on the negotia- 
tions, and they were aware, certainly, that this project was 
in the making, but we did not offer it. We discussed their 
gas requirements and they said they were not interested 
in an additional supply of gas at this time. 

Q. At any time did you approach or have negotiations 
with Consumers’ traditional supplier, Michigan Gas? A. 
No. 

Q. Michigan Gas Storage? A. No. 

Q. In other words, Trunkline approached Consumers 
and only Consumers, as regards the expansion and addi- 
tional supply of gas, is that correct? A. That is correct. 

Q. On Page 4 of your prepared testimony you say that, 
“the only type of rate ever considered in our discussions 
with Consumer Power was one which would reimburse 
Trunkline for the cost of the additional gas and transpor- 
tation required to serve consumers.”’ 

Does that mean, Mr. Sanders, that Consumers’ rate is 
based upon this additional cost in addition to the present 
cost, in other words, is the rate proposed to be charged 
Consumers computed on the present or Panhandle rate, 
plus the additional cost allocated to the consumers’ rate? 
A. No, this cost is based on the additional cost that we 


389 
will have because of the Consumers Power sale. 


Q. The additional cost only? A. All of the additional 


costs. 
The costs to the old system still bearing just the same 
cost as it bore before. 
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Mrs. Gordon: I think that is all I have at this time. 
By Mr. Miller: 

Q. Mr. Sanders, if I understand your answers to the 
previous questions, you never have offered any additional 
volumes of gas to Panhandle, is that correct? A. We have 
discussed it with them. 

Q. What is the nature of the discussions that you had? 
A. The same as you would have with any parent company 
in discussing a project of this type. 

Q. Did you say that you could go out and find a pack- 
age of gas if they were interested in buying it? A. That 
we could? 

Q. Yes,—such as you did here. A. Well, I think we could. 
I don’t know how long it would take but we could do it. 

Q. But did you tell them—to offer to go out and buy gas 
for them? A. No. 

Q. Just tell me why not—do you consider them a market 
for any additional buying? 
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A. If they wish it, yes. If they don’t desire it, why then 
they are not a market for it. 

Q. Do you think or do you know whether or not on their 
system they have a demand for an additional supply of 
gas? A.I don’t know. I do not know what their market 
requirements are. 

Q. Does Trunkline have an Executive Committee of its 
board? <A. Yes, it does. 

Q. Who are the members? Mr. Maguire, Mr. Main and 
myself, 

Q. Two of the three members of the Executive Commit- 
tee are, also members of the Board of Panhandle Hastern, 
is that not true? A. That is correct. 

Q. And if I understand your operations correctly, you 
kept the Executive Committee informed as to your project 
and discussions of it at our board meeting. 


59 
(391) 

Q. But in day-to-day operations you work with the Exec- 
utive Committee, do you not? A. Not on projects of this 
type. 

Q. Well, when you say, setting up a project, let us say 
that you intend to make a similar sale to another customer, 
Michigan, similar to the one with Consumers Power, would 
you take it up with your Executive Committee before you 
approached the new 
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customer or would you actually bring the project into being 
before you brought it up to the Board? A. That would 
depend. I might very well have the project pretty well 
along before it was presented to the Board. 

Q. How about the Consumers Power project, was that 
pretty well along before you talked it over with the Board? 
A. Ob, no. 

Q. What stage did you advise the Board at—at what 
stage? A.I don’t remember the exact meeting, but some 
time during the negotiations, I would say about the time 
that we entered into serious negotiations. 

Q. Have you discussed with Panhandle whether that 
company would object to the rolling in of the cost of the 
new and old project? 

Mr. Littman: May I have that question? 

Presiding Examiner: Yes. 


(The question, as recorded, was read by the reporter.) 


The Witness: Yes, I have. 

By Mr. Miller: 
Q. With whom? <A. With the officials of Panhandle. 
Q. You mean the Board or its officers? A. Its officers, 


not its Board. 
A. And what was their reaction? 
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A. They would object to a roll in. 

Q. Why was that? A. On the basis that this project 
would not be paying its way and they in that would be pay- 
ing the cost for which they were not receiving any benefit. 

Q. Why didn’t you then offer them some gas to get some 
of the benefit?) A. They had informed me that they did 
not desire my gas at this time. 


Statement of Counsel 

Presiding Examiner: What is your position? 

Mr. Hunt: Our position is this: We certainly, don’t 
want to stop any expansion program of Trunkline Gas 
Company. We just want to be sure that they can’t have 
it both ways. 

If this rate does become rolled in, which they say now 
they are not going to do, then we want to make sure that 
all of the customers—and by ‘‘customers’’ I mean cus- 
tomers of Panhandle as well as Trunkline—would get some 
benefit from it, namely, some gas. 

On the other hand, if there is no proposal to roll this 
rate in, we want to make, also, sure that some time it does 
not get rolled in and we bear the cost of it without betting 
any gas. That is our position. 


° ° * ° ° e 
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Witness Sanders 
Cross examination by Mr. Perdue: 


* * ° . * * * * s 


Q. Now, the second reason you give is the higher unit 
cost of any partial looping program. 

Did you consider the benefits that may accrue to your 
present customers through the increased volumes available 
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in the pipeline from such looping, if Consumers Power 
should not on any one day and will not for the first two 
years, take the full contract volume? <A. Of course, in the 
first year there is some 35 million feet a day of unallocated 
gas. 

The second year I think it becomes 10 million feet. 

We have not shown in this proceeding any disposition 
of that gas. It will be of a temporary nature. And, cer- 
tainly, we would hope or expect to sell it to someone. 

Q. Well, it is possible. .A. But it would have to be, 
of course, a temporary sale because it would be allocated 
to Consumers under our agreement with them. 

Q. And, also, there is the possibility, is there not, I am 
sure you have recognized this, that Consumers will not be 
able to take all of this gas during the summer months? A. 
Yes. Yes, we expect to deliver this gas to Consumers 
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on a substantially 100 per cent load factor. 

Q. Yes, but if it is not delivered to Consumers at a 100 
per cent load factor, it ean be delivered to Panhandle under 
‘‘R-1”’ schedule, can it not? A. Yes. We are not limited 
to that. 

Q. Yes. A. And we would, certainly, hope to sell it to 
someone because that is in the period when the rate of 
return on the new project is at its lowest, of course. 

Q. In making this second reason, this is based on the 
assumption that the looping program that you propose 
here will only carry the 135,000 and for Consumers, is it 
not? A. That is correct. The additional capacity gained 
through the loops will only permit and increase. 

Q. Of 135% A. That is correct. 

Q. And if this should be a fact that the looping proposed 
by Trunkline herein would carry more than the 135,000, 
then your second reason as stated in your prepared testi- 
mony would no longer have validity; is that not correct? 
A. The second—the high cost of looping? 
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Q. That is the higher unit cost of the partial looping 
program. <A. Well, it would still be a valid reason, but it 
might have less weight. 
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Q. Less validity? A. That is right. 

Q. Now, the third reason that you give, ‘‘is the higher 
unit cost of the line from Tuscola to Michigan while it is 
“perating at less than its ultimate fully-powered capacity’’. 

Did you weigh against that third reason the benefits that 
would acerue to Trunkline and Panhandle because you 
would be selling the gas that would come through the loop- 
ing to Panhandle under your ‘‘R-1’’ schedule? A. You 
are talking of the portion of the line from Tuscola north 
where it is a completely new line? 

Q. Yes, sir; Tuscola. A. Of course, in that section of 
the line in the contract we have with Consumers that line 
will carry the full 200 million with almost no additional 
expense. 

So in the first year, while it is carrying a heavy burden 
of capital cost, operating cost and all costs, because the 
capacity of that line is much higher than that—so as the 
25 million increments step-up each year it will not be neces- 
essary until the final stages to do anything to that por- 
tion of the line. So those costs will be decreasing as the 
volume increases. 

Q. But as that line is not carrying its capacity, or not 
carrying the 135,000 which you are proposing herein, you 
will be selling what that line does not carry at the $135,000, 
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to Panhandle under your schedule ‘‘R-1”’ won’t you? A. 
I don’t know that we will. I would think under the agree- 
ment that if Consumers needed the gas we would be more 
inclined to give it to Consumers. 

Q. Under ‘‘R-2’? A. That is right. 
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Q. Did you consider that fact in giving your third rea- 
son for the disparity in the two prices in the question on 
page 4 that you might be making deliveries to Consumers 
under rate schedule ‘‘R-2’’? A. That is part of it in the 
reason, of course, but we have not made any provisions 
in this proceeding for the disposition of the excess gas 
during the first year and a little bit that is available in the 
second year. 


° s * 


Q. So it is the purpose of Trunkline to dedicate the gas 
supply which is proposed to be purchased herein to this 
sale for a 20-year period? A. You mean to dedicate those 
particular contracts? 


Q. Yes, sir. 


416 
A. No, sir. 
Q. You are not dedicating those reserves to this sale? 
A. No, sir, not as such. 


* * * 


B. T. Mast 


resumed the stand as a witness and, having been previ- 
ously duly sworn, was examined and testified further as 
follows: 


Cross-examination (continued) 
By Mr. Perdue: 


Q. Mr. Mast, at the close of yesterday’s hearing we were 
discussing your design of the loop facilities proposed 
herein, transcript page 790, line 13 you stated, ‘‘When you 
are in a partial looping program you need lay only the 
amount of pipe to handle the gas that you wish to carry at 
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the time’’—the transcript says ‘‘home’’ but you said 
“‘time.’? 

In designing these loop lines, did you make studies of 
the ability of Trunkline’s system to carry the quantities 
of gas you propose to deliver to consumers by utilizing 
smaller diameter of pipe than the 30-inch you propose? 
A. Yes, sir, we did. 

Q. And those studies indicated to you, then, that the 
200,000 Mef would be most economically carried only with 
the 30-inch pipe, is that correct? A. No, sir, I would not 
say so as far as just the 200,000 Mcf is concerned. The 
thing of concern is the economics of the completed loop 
and when it is powered up to its best economic point. 
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In other words, the ultimate capacity of the completed 
loop. In such a circumstance your diameter works to the 
effect that the larger your line with a given quality of 


steel, the cheaper your cost of service will be. So that 
30-inch pipeline, carried to its ultimate, will be a more 
advantageous pipeline than a 26-inch pipeline, or, con- 
versely, a 24. So the ultimate capacity and its costs are 
really what determines the diameter rather than any in- 
cremental building program. 

Q. Do I understand, then, that this is merely a step in 
a program that you envision will be complete looping of 
the line? A. Ultimately, yes, sir. 

Q. And it will only be at that time that you will be able 
to fully utilize the 30-inch pipe you are proposing to in- 
stall herein? A. No, sir. You will fully utilize the 30-inch 
pipe that you propose to install herein with the gas that 
you are going to transport here. 

Q. Let me say the 30-inch pipe in conjunction with the 
installed horsepower in your compressor station? A. Well, 
it will be fully utilized in conjunction with the horsepower 
in handling this additional 135,000 Mcf. You will not 


65 
(798) 


achieve the greatest economic benefit until the loop is com- 
pleted and powered up. But all of the facilities 
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will be used fully to their maximum ability in the state in 
which we propose to install them. 

Q. But you will have a reduction in utilization of your 
installed horsepower in your compressor station, won’t 
you, after you finish this looping program? A. If so, it 
would be very slight or insignificant. Each station is sub- 
stantially loaded up to its rating. 

Q. At the present time? A. At the present time, and 
after facilities are installed it will still be loaded. 

Q. To the same extent? A. Other than just minor differ- 
ences in various stations, they are all substantially loaded 
to their rating point. 

Q. By the way, that five per cent overload that you testi- 
fied to on your direct, testified about, you have overloaded 
as high as 30 per cent, haven’t you? A. No, sir, not to 
my knowledge. 

Q. Never have? A. No, sir, not on an operating basis, 
I believe we have overloaded, oh, for as long as four or 
five days we may have overloaded as much as nine per 
cent. But it is not a condition in which you would want 
to operate for a very long period of time, actually you 
would not want to operate at a five per cent overload con- 
tinuously. 
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Q. Now, did you consider the cost of looping the entire 
line at this time? A. Well, it would be a matter of what 
you would mean by considered. We have actually made 
studies of all possible incremental expansions with differ- 
ent sized lines, clear up to their ultimates. 

Q. Well, your unit cost is greater under this program 
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you are proposing here than it would be to loop the entire 
line, isn’t it? A. Oh, certainly, sir. 


804 


Q. Then I will expand the present question that is pend- 
ing to include the facilities in Project G and H to pick up 
block 26 and 67 gas. In other words, would you build the 
facilities to pick up the on-shore gas if you don’t get the 
gas from 67 and 20? A. As far as the facilities in Project 
G are concerned which are going to contain on-shore gas 
and gas from block 26, without the off-shore gas I believe 
that we would, assuming that the total project would still 
be valid—there is 
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approximately 40,000 Mef a day available from on-shore 
sources, and it is a sufficient quantity to warrant going 
after. Particularly so in view of the tremendous number 
of new discoveries in recent years in that area it would 
appear to be quite prolific, and future discoveries would 
probably also be found, and it would appear to be quite 
desirable to be able to purchase gas in those areas. 40,000 
Mef would be certainly enough to start into the area for. 


. . * * * * 


Redirect Examination 


By Mr. Dale Wright, Counsel for Trunkline Gas 
Company: 


Q. During your cross examination at the earlier session 
you were asked a series of question with respect to the 
utilization of the existing facilities of Trunkline to trans- 
port the gas proposed to be delivered to Consumers in this 
proceeding. Have you prepared a flow diagram to 
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reflect the utilization of the present facilities and the pro- 
posed new facilities as between delivery of gas to present 
customers and delivery of gas to Consumers as proposed 
in this proceeding? A. Yes, sir. 

Mr. Wright: Mr. Examiner, at this time I would like to 
have identified as Exhibit Number 34, I believe that is the 
next number, a two page exhibit which is entitled on the 
first page, ‘‘Station 57-66—Comparison of Flows Between 
Two Typical Compressor Stations, Before and After Add- 
ing Loop for Consumers Power Company.’’ 

Page 2 of the exhibit is a long page, a flow diagram bear- 
ing the caption in the lower right-hand corner, ‘‘Flow dia- 
gram, Total Sales 510,000 Mef per day.”’ 

Presiding Examiner: That document is marked Exhibit 
Number 34 for identification. 

(The comparison referred to was marked for identifi- 
cation as Exhibit Number 34.) 

By Mr. Wright: 

Q. Was Exhibit 34 prepared by you or under your di- 
rection and supervision? A. Yes, sir, it was. 

Q. Would you please explain what is set forth on pages 
1 and 2 of this exhibit? A. Yes, sir. 
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In order to explain the way the various gas flows within 
the pipe line, I think you could explain it a little bit more 
clearly by reference to the first page which is an eight and 
one-half by 11 sheet. 

First, if you consider the two simplified drawings on the 
eight and one-half by 11 sheet, this illustrates a typical 
station with no sales or purchase points in between and 
represents Trunkline’s compressor stations—the pipeline 
between Trunkline’s compressor stations 57 and 66. 

In figure 1 the present flowing conditions in the single 
26 inch fully powered pipeline are considered. 
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Station 57 discharges gas at 900 pounds through the 26 
inch line. 

Station 66 receives it at the compression pressure of 
601 pounds, which is a compression ratio of about 1.5. 

The total of 8,340 horsepower is required to provide 
that compression ratio and to bring the pressure back up 
to 900 pounds. 

The difference in quantities shown flowing and the rate 
of sales volume of 375,000 Mef per day, represents the fuel 
needs for the sueceading stations. 

Now, in figure 2 is shown the flow conditions on the 135,- 
(00 Mef per day for Consumers Power when it is injected 
into the system. 

Now, the 26 inch line and compressor stations were at 
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full capacity before, so the 30 inch loop has been provided 


to lessen the pressure drop between the stations and the 
loops just do that. 

Where before the station was discharging 900 pound gas 
and taking suction at 601 pounds, the engines were sup- 
plying 8,340 horsepower. 

Now, because of the looping provided the suction is up 
to 695 pounds, and a compression ratio of 1.3 is all that 
is required of the engines. 

So they are able to pump the extra 135 million for Con- 
sumers, with actually less total horsepower required. 

To summarize then, the 30 inch loop carries 168.9 mil- 
lion per day of present gas supply, as well as the 135,000 
Mef per day for Consumers. 

The pressure drop between the two stations is reduced 
from 299 pounds to 205 pounds, thereby decreasing the 
horsepower required to pump the present gas supply. 

The unlooped portion of the 26-inch main line carries 
the 135 million or 135,000 Mcf per day of Consumers gas 
as well as the present gas. 
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The unused horsepower in ‘izure 2 is then used to pump 
the consumers gas. 

However, the total horsepower requirements are less 
than before, thereby actually effecting a slight fuel saving. 

The line has been carefully designed so that the system 
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as a whole, the items listed above, for all practical pur- 
poses exactly offset each other. 

The new facilities carry gas flowing to the present cus- 
tomers as the old facilities carry gas flowing to Consumers, 

The second sheet, which is a flow diagram, is the iden- 
tical flow diagram as contained in Exhibit 2 with added 
in red and green ink the gas in each section of loop and un- 
looped sections which would go to Consumers or would 
go to present customers. It simply shows throughout the 
full system the same distribution of gas as portrayed on 
the eight and one-half by 11 sheet. 


* * . * * * 


841 
By Mrs. Gordon: 


Q. I have one question to clarify my thinking on this 
exhibit. 

On Exhibit 2, you have, apparently, allocated to the loop- 
ing part of the gas which is presently flowing through the 
26-inch main line, is that correct? A. Are you talking 
now about page 2 of this new exhibit? 

Q. Page 2 of the new exhibit. A. I would not say it is 
allocated. It is the gas that physically will flow in that line 
under these conditions. 

Q. In other words, the loop to accomplish the purpose 
of getting the Consumers gas to the Michigan-Indiana bor- 
der must carry some of the gas that is presently being 
carried up through the 26-inch line; is that correct? A. 
Yes, ma’am; on those portions that are looped. 
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Q. And this is a mathematical computation derived from 
the physical facts of the way the gas would flow? A. Yes, 
ma’am. 

° e e * s ° 


E. Rue Thomas, 


was recalled as a witness and, having been previously duly 
sworn, was examined and testified further as follows: 
Presiding Examiner: You may proceed. 


Cross Examination 
By Mr. Perdue: 


Q. Thank you, Mr. Thomas, 
Now, I know you allocate the takes of gas, but do you 
allocate which of the gas purchase contracts executed by 


Trunkline in 1958 would be specifically assigned to the sale 
to Consumers, or was that someone else’s decision in your 
company? A. Your question of my allocating or sched- 
uling gas 
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production, I could answer that yes, Gas Supply sched- 
ules gas production. But the latter part of your question 
I didn’t understand. 

Q. Well, let’s take the contracts in Exhibits 9 and 10. 
Who in your organization determined that these contracts 
would be specifically assigned to the sale to Consumers? 
A. I didn’t understand that these contracts or this gas 


was to be assigned to Consumers. 
* ° ° * e s e e 


Q. Now, upon what did you base your schedule, Mr. 
Thomas. A. You refer to this schedule of production? 
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Q. Of gas takes by Trunkline. A. There are many ways 
that we could schedule it 

Q. Imean, how did you schedule it? A. We took a sched- 
ule that would evolve around the contract requirements. 
We wanted to conform with the take-or-pay-for provisions 
of all of the contracts and still furnish the gas that was 
necessary to supply the system. 

Q. Your schedule of takes is designed only to meet the 
customer company requirements, is that correct? 
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A. Our schedule of takes is designed to meet the system 
requirements, which would include customers, fuel supply, 
and whatever else the system may require. 


The Witness: Mr. Allen is able to forecast what the sys- 
tem demands will be, and the total demand on a per day 
basis for each month of the year. From that we balance— 
and I refer to ‘‘we” meaning gas suply—we schedule the 
gas that will satisfy that system requirement. 

By Mr. Perdue: 

Q. And that would be that Mr. Allen foretells the sys- 
tem requirement, you say? A. Yes, sir, the system require- 
ments. 
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Q. So you scheduled your take, then, on a schedule of 
system requirements furnished you by Mr. Allen, is that 
correct? A. Right. Now, his figure that was furnished to 
us was a total figure for system requirements, mine was a 
breakdown by contracts for availability. 


885 
By Mrs. Gordon: 


Q. I believe you stated in response to a question by the 
Examiner that Trunkline, like other pipeline companies, 
buys every year to satisfy what has been sold from its re- 
serves in the previous year? A. Yes, ma’am. 

Q. Do you anticipate continuing to support the require- 
ments involved in the contract between Trunkline and Con- 
sumers by subsequent purchases? <A. I will continue to 
buy gas from the Trunkline system generally, just buy 
gas day in and day out. 

Q. Will those purchases that you anticipate making in 
the future be divided between purchases for Panhandle and 
the general services customers and Consumers. A. I 
couldn’t answer that question now, except to say that each 
year we will endeavor to buy additional gas to put into our 
system. 

Q. Without regard to the ultimate purchaser? In other 
words, it would be system-wide purchases? 
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A. From my position it would be purely for the system. 


917 
Phil Porter, 


was recalled as a witness and, having been previously duly 


sworn, was examined and testified further as follows: 
e e * s e * s * e e 


932 
Recross Examination 
By Mr. Perdue: 


Q. Did I understand you to testify in answer to—this 
question, sir, is on other cross examination—in answer to 
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questions by Mr. Flax and Mrs. Gordon, that it was your 
opinion and your belief that the gas purchased by Trunk- 
line, in Railroad District Three in Texas, in this proceeding, 
for 

933 


sale to Consumers, is dedicated to Consumers? A. No, sir. 
I said deliveries started in July. I don’t remember saying 
it was dedicated to Consumers. 

Q. There is no question in your mind that this gas is not 
dedicated to the Consumer sale? A. It is my understand- 
ing that Trunkline intends to deliver it. I have not under- 
stood that it was specifically dedicated. 

Q. In other words, when you made the availability study, 
you did not segregate this gas for Consumer sale and this 
gas has to be made available for their over-all requirements, 
all of their other requirements? A. No, sir, I did not. 

Q. You just rolled them all into one? A. Rolled them all 
into one, although the balance was almost on the nose as 
between the increased requirements and the existing sys- 
tem. 

Q. Yes. Now, we are talking about the balance. Did you 
have to use any of this minor contract additions to get 
that, to strike that balance? A. On the assumptions which 
I used in here. Some 10 per cent of the minor contract gas 
could be assigned to this Consumer’s power increment, if 
required. 

Q. You say “could be’. Under your availability study 
it would have to be, wouldn’t it? 
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A. Under the projections I made, it would be; yes, sir. 

Q. In other words, 10 per cent of the gas that is going 
to Consumers, from Trunkline, is this minor contract gas? 
A. Yes, sir, it would be. 
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935 
Redirect Examination 
By Mr. Wright: 


Q. Just one question to clarify. 

Mr. Porter, in the preparation of the availability studies, 
appearing on page 27 and the following pages of Exhibit 
12, did you schedule availability as shown there based on 
meeting the total system requirements of Trunkline from 
the total supplies as shown on those pages? 
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A. Which pages are those? 

Q. Page 27, and the following pages. And I believe you 
have a summary on pages 25 and 26. <A. Yes, sir, those 
are based on total system requirements. 


Q. Did you mean by that testimony to convey the impres- 
sion that you scheduled any gas from the minor contract 
additions and replacements to Consumers Power during 
the years 1959 through 1962 in your availability study con- 
tained in Exhibit No. 12? A. No, sir. The minimum take 
or pay quantities of the contracts in Exhibits 9 and 10 are 
such that there was no room for any minor contracts to 
enter into these. The deliveries which I scheduled from 
those contracts during the years 1959 through 1962 were in 
excess of the requirements of Consumers Power during 
these years, except for a minor quantity at the last of 1962. 
The figures I secured by adding up the deliveries from those 
contracts in Exhibits 9 and 10. 
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Cross examination by Mr. Perdue 
1007 


Q. So that you had to schedule some of the gas coming 
from the contracts contained in Exhibits 9 and 10 to cus- 
tomers other than Consumers, is that correct? A. No, sir, 
in my schedule—I only prepared one overall schedule for 
total requirements, and I did not allocate between them. 

Q. So you just rolled them all in together? A. Well, I 
have done them all separately, and have made a projection 
by individual fields totaling the total Trunkline require- 
ments. I have not scheduled Consumers power require- 
ments separately from the existing customers. 

Q. In other words, you just rolled in the gas coming from 
the producers whose contracts are in Exhibits 9 and 10 
all into one overall supply? A. I delivered it all to the 
pipeline as one single supply. 


° * * s i * 
1009 


Q. You are assuming, therefore, that each seller in each 
of the contracts where the reserves are to be determined 
sometime in the year 1960 will agree to the volumes of re- 
serves that you have set forth in your exhibits?) A. No, sir. 
I am assuming that were the determination to be made to- 
day, that that would be reasonable, since I believe those to 
be the full extent of the proved reserves. My own opinion 
is that since these are new and not fully defined fields, the 
reserves may well prove to be larger at the time of the re- 
determination, as, for example, two additional gas sands 
which I know have already been completed in Alta Loma. 
But at the time we made our projection there was no ad- 
ditional proven reserve, and, therefore, I have used it as 
a base. 

Q. So in that instance you have scheduled daily deliver- 
ies based upon more reserves than you show in your 
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exhibit? A. No, sir, I have based deliveries on the reserves 
shown in the exhibits. 


° * * * * * 


1016 
Cc. M. Allen, 


was recalled as a witness and, having been previously duly 
sworn, was examined and testified further as follows: 


° ° * ° * . * * * 
Cross-Examination 
By Mr. Perdue: 
1018 


° e * * * * * * * 
Q. Therefore, when Trunkline determines to take the 
second step in the expansion program, that is, with addi- 
tional looping or additions to its compressor units, or the 
two in combination, and if this second step in its expan- 
sion program were for the benefit of some customer other 
than Consumers, would not, then, the facilities which you 
have in your Exhibit No. 20 allocated to the sale to Con- 
sumers have to be reallocated to Consumers and to Pan- 
handle? A. Well, I would say—I assume your question 
infers 
1019 


that Panhandle would receive some additional gas in the 
second step of expansion. 

Q. I made that part of my hypothesis. A. If some addi- 
tional customer, Panhandle or other customer, might re- 
ceive gas in addition to Consumers Power, receiving some 
additional portion of gas, certainly the cost could be identi- 
fied, that is, the incremental cost of providing that further 
service could be identified and allocated in some appro- 
priate manner between those customers receiving the bene- 
fit. 


(1025) 


Q. And additionally, if you obtain, as Mr. Porter just 
said you might obtain, rather than your minor contract ad- 
ditions a large block of gas, you would have to allocate that 
so much to Consumers, so much to the other customer or 
customers? A. There again if the additional volume of gas 
is acquired at that time solely for Consumers Power, then 
the cost of that gas would be associated with the increased 
volume, the increased service to be rendered to them. If 
it is acquired solely for our existing customers, it could be 
identified or the cost of this would be assigned to the sales 
to the existing customers. If it is a combination of both, 
then certainly the cost of the additional volume of gas 
could be allocated in an equitable manner between these cus- 
tomers receiving the benefit from it, or receiving the 
additional 

1020 
volume. 


. ° * * 


1024 


Q. No. In other words, you have assumed in your 
Exhibit No. 20 that the gas which is sold to Consumers by 
Trunkline is this 20-and 22-cent gas, isn’t that correct? A. 
The gas purchased under those contracts in Exhibits 9 
and 10., yes. 

Q. And you have assumed that the gas sold to your other 
customers is the gas which has been testified in this pro- 
ceeding is appreciably less in cost, isn’t that correct? <A. 
Under our previously executed contracts, yes, that is cor- 
rect. 

1025 


Q. And that is one of the main bases for Exhibit No. 20, 
isn’t that correct, one of the main reasons for making the 
allocation in the first place, isn’t it? A. Well, the main rea- 
son for making that Exhibit 20 was to identify the addi- 
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tional costs which were being incurred in order to make the 
sale to Consumers Power. These contracts were executed 
for that purpose. The pipeline is being built for that pur- 
pose, that is, the additional pipeline looping, and so forth. 
That is the incremental cost brought about by the proposed 
sale to Consumers Power Company. 

Q. So one of the main reasons for making an incremental 
rate, making an allocation, is the increased cost of purchase 
gas that was necessary to make the sale to Consumers, isn’t 
that correct? A. That is one of the reasons, yes. 

Q. One of the main reasons, not just a slight reason like 
compressor fuel, it is one of the main reasons, isn’t that 
right? A. It is, I presume, one of the major elements of 
the cost of service, yes. 

Q. Now, if you start delivering and have to deliver, be- 
cause of your increased reserves which you say you are 
advised may be found, this higher cost gas to customers 
other than the Consumers, then one of the main elements 
for making an allocation study and an incremental rate has 
fallen, 

1026 


isn’t that correct? A. I don’t believe we can assume that 
now because the facts of what those reserves might be we 
don’t know. 


Q. Now, at any time during your study and the figures 
you gave Mr. Thomas for the year 1960, did you consider 
any excess gas being sold to Consumers through what you 
call the proposed facilities? 
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A. No, sir, we did not. 
Q. So that during the year 1960 Trunkline will only ren- 
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der firm service to Consumers Power? <A. That was the 
basis of our study, yes. 

Q. Now, would the same be true in your study which you 
gave Mr. Thomas, so that he could allocate the takes from 
the Producers, for the year 1961? A. Yes, that is correct. 
We scheduled no overrun gas or excess volume gas to Con- 
sumers Power in 1961. 

Q. Would the same be true for the year 1962? A. That 
is correct. 

Q. So that at no time in the study you gave Mr. Thomas 
do you show them taking any more than their contract 
volume? <A. That is correct. You understand, of course, 
our firm commitment in the service agreement with Con- 
sumers Power is to deliver them only the demand volume 
of 100,000 per day beginning October 1, 1959, and increas- 
ing annually 25,000 per day each October 1 thereafter up to 
a maximum of 200,000. There is no firm commitment, no 
obligation on our part to sell, no commitment on their part 
to buy excess volume. 

Q. It is the same with Panhandle? A. That is correct. 

Q. But you scheduled quite a bit of excess gas to 


1056 


Panhandle? A. We had experience in that instance to 
back it up. We have no experience for Consumers Power 
on excess volume. 

Q. You are aware, are you not, that Consumers has been 
purchasing approximately 6 billion cubic feet a year excess 
gas from Michigan Gas Storage, which in turn purchases it 
from Panhandle, isn’t that correct? A. I don’t believe I 
can testify on that. I am not familiar with the details. I 
have heard some figures, but it is strictly hearsay. 

Q. On your part it is hearsay? A. Yes, sir. 

Q. So you didn’t contact, I gather, anyone in the Con- 
sumers’ organization to ask them if they wanted any ex- 
cess or surplus gas for the years 1960, 1962 or 1962, is that 
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correct? A. No. I personally did not contact them. I un- 
derstand through our management, however, that there may 
be no, very likely may not be any request for excess gas in 
the early years. I believe Consumers Power witnesses, per- 
haps, can explain the reasoning for it. I believe also, in 
Exhibit F, our original filing, Consumers indicated what 
their estimated purchases would be from Trunkline, and it 
indicated no excess gas volumes. 


* * * * . * 
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By Mr. Perdue: 


Q. That leaves you with 35,000 a day capacity until Octo- 
ber 1, 1960, which you don’t reflect in your sales, and 10,000 
capacity from October 1, 1960 until October 1, 1961? A. 
That is correct. 

We have—I am sure if I haven’t, other witnesses have 
testified that we do have excess capacity in the first 
year, first two years, that is not utilized as reflected in our 
exhibits. 

We have reflected no excess volume sales to Consumers 
Power Company. 
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Q. And you assumed an eventual delivery to Consumers 
of 135,000 Mef per day at 100 per cent load factor: is that 
correct? A. In the year 1962? 

Q. Yes, sir. A. That is correct. It is not correct for 
1960 and ’61. 

Q. No. It starts at 100 and steps up 25 the first year 
and then ten the next year, in October of each year? A. 
That is true. There is some excess capacity in the sys- 
tem. 

Q. Yes. A.—in the proposed system, in excess of what 
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our proposed sales are in the year 60 and ’61, but it is 
merely a temporary situation. 


1086 
By Mr. Flax: 


Q. Now, I believe in response to Mr. Perdue to a ques- 
tion why you have not shown sales under the R-2 rate sched- 
ule, you gave as a reason that it was your understanding 
that there was a question as to whether Consumers Power 
would purchase any additional volumes under that sched- 
ule, is that correct? A. Yes, that is true. I think the build- 
up of their load, as I understand it, the contract demand 
volumes we have in our service agreement, will cover all of 
their requirements for those particular years. That is the 
estimate. 

Q. Is that the only reason why you show no R-2 sales to 
Consumers? A. I do not understand your question. 

Q. I don’t know if I can make it any simpler than that. 
Maybe I will make it easier to answer by saying: Is that the 
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principal reason why you show no R-2 sales to Consumers? 
A. Well, our Tariff R-2 provides for excess gas service to 
Consumers Power Company. They have indicated to us 
that they would not be buying excess gas in those years. 
If they do not buy it, the rate schedule provides only for 
them—we just can’t include some volume unless they want 
it. 
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Q. Mr. Allen, your principle under which you have allo- 
cated on the basis of an incremental allocation is that Pan- 
handle should not pay the cost of facilities and gas which is 
made available solely for Consumers’ benefit, is that cor- 
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rect? <A. That is precisely correct, because our existing 
customers are not getting any service from these new fa- 
cilities. 

Q. And this allocation which is, I believe, what might be 
termed a facility allocation, has been made possible because 
you state that you can identify the exact volumes of gas 
that are being made available to Consumers, and the exact 
facilities used to carry that gas, is that correct? A. Well, 
the principle involves the incremental, the additional costs 
that are incurred in order to make the sales to Consumers 


Power. 

Q. Yes. And you are able to make that allocation be- 
cause you ean identify with precision in your opinion those 
exact incremental costs? A. Yes, that is correct. The in- 
creases in costs, the higher cost of gas, the new facilities 
being built in order to make the sale, that is true. 

Q. And also you can identify with precision the sources 
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of gas from which gas is purchased for this particular sale, 
is that correct? A. Yes. Exhibits 9 and 10 contain those 
contracts, which are contingent upon a certificate being is- 
sued in this case, those gas purchase contracts were en- 
tered into for the purpose of supplying the gas required to 
make the sale to Consumers Power. 

Q. Now, if in the future the circumstances are such, be- 
cause of a change in operations, that you need to purchase 
additional gas or use existing gas supplies to satisfy your 
requirements, and you cannot identify those specific in- 
cremental costs, under those circumstances, what would 
you base your allocation on? A. Well, your question is 
aimed at a hypothesis that we can’t. I feel that we can 
identify identify it. 
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A. H. Aymond, Jr., 
was recalled as a witness and, having been previously duly 
sworn, was examined and testified further as follows: 


Cross-Examination 
By Mr. Flax: 


Q. Mr. Aymond, has Consumers discussed with Trunk- 
line the possibility of purchasing gas from Trunkline under 
the R-2 rate schedule to make up the deliveries for 135,000 
Mef per day in the first year of it operations? A. Only 
in a very general way. 

Q. And has Trunkline been willing to sell that volume of 
gas toconsumers? A. I think so. 

Q. And is Consumers willing to purchase that gas? 
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A. Based upon our estimates of market requirements and 
suply, we do not believe that we will require more than the 
100,000 Mef covered by the firm rate schedule in the first 


year. 

Q. What is the limiting factor which limits you to 100,- 
000 Mcef per day in the first year? You mentioned markets 
and supply—could you be more specific? A. Well, you must 
recognize that the addition of 100,000 Mcf per day is a very 
substantial percentage increase in the supply to the com- 
pany. 

And to take that increased supply requires the develop- 
ment of our markets and the attachment of customers who 
have been waiting to purchase gas until we had it. 

But that isn’t done overnight. It takes a period of time 
for those customers to be attached to our system, and to 
start utilizing the gas. 
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Q. Mr. Aymond, first you refer to the question of 


1246 


relieving the shortage of gas supply in Consumers area. 
What do you mean by a shortage of gas supply? Do you 
mean that every customer that Consumers could possibly 
attach under any and all instances would be attached, would 
that have to be before you could say that the shortage was 
relieved, would that have to be taken care of? A. I don’t 
know whether that would have to be a fact, but I can tell 
you what I do mean by a shortage, I think. What I mean 
by the shortage of supply in the territory served by Con- 
sumers, number one, the fact that we have a demand for 
gas that we are not now serving. We have some 127,000 
customers who desire gas for space heating purposes whom 
we are not able to serve at the present time. 

Practically every new home that is built I’d say at least 
90 per cent of all new homes that are built in our service 
area desire gas for space heating purposes. 

That is one phase of the shortage. The inability to serve 
a substantial market that we are not now serving. 

Another phase of the shortage is the fact that our pres- 
ent markets are in excess of our supply. 

We have a firm market in our service area which this 
year is approximately 8 billion feet in excess of our firm 
supply, and next year will be even further in excess of our 
supply. 

And the only way that we can serve that market is by 
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drawing down on the facilities that we propose to use for 
storage purposes, to deplete those Michigan fields. 

If overrun gas is available from Panhandle in the future 
as it has been in the past, then we can serve for another 
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winter season as we have been doing. But, irrespective of 
the availability of overrun gas, in the year 1960, we will 
no longer be able to match the markets of Consumers Power 
Company even with space heating restrictions as they are 
without a new firm supply. The absence of a new firm 
supply would mean a drastic curtailment in existing service. 


* * * * * * * * * o 


1251 


Q. Has there been any indication that Trunkline’s next 
increment of increas¢ would also involve increased deliver- 
ies to Panhandle? A. I do not know. 

Q. If the next increment of increase, by which Consum- 
ers would presumably obtain up to the full contract vol- 
ume of 200 million, also, included increased deliveries to 
Panhandle, under those circumstances would Consumers 
expect that the new rates to be negotiated would be a rolled- 
in rate rather than an incremental rate? A. Well, I think 
that you would then have a situation where a rolling-in 
of the increments of capacity, starting with the construc- 
tion in 1959, would be appropriate. 

In other words, we have a situation here where there are 
two drastically different price situations: 

One, predicated upon Trunkline’s purchases of gas and 
construction a number of years ago. 

And the other predicated upon the sharply distinctly 
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different conditions that prevail at the present time where 
gas prices in the field are 10 to 12 cents higher than they 
used to be, and where construction costs, labor costs, and 
the like, are all substantially higher than they used to be. 

So that you have an entirely different set of conditions 
today from what prevailed in the past. And it seems to 
me it would be appropriate in any expansion beyond the 
present capacity to treat this new increment of capacity, no 
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matter how large, no matter how many customers are in- 
volved in it, at a different price level than the previously 
existing capacity has been treated. 

Mr. Perdue: May I have that question and answer re- 
read? 


Presiding Examiner: Yes. 
(Question and answer read) 
By Mr. Flax: 


Q. Then, am I correct in assuming that what you are 
saying is that for existing customers of Panhandle, if they 
were to get any additional gas from Trunkline’s future in- 
creases which might also increase volumes to Consumers, 
then, perhaps, they should be charged a separate rate for 
such increased volumes? <A. Yes, sir. 
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Mrs. Gordon: What I am interested in finding out is, did 
Consumers and Michigan Gas Storage or both, exhaust all 
possibilities prior to their negotiations with Trunkline in 
1957? 

Mr. Palmer: That is a much better way to put the ques- 
tion. 

The Witness: I think that it is fair to say that we have 
exhausted all possibilities of getting an additional supply, 
but I would not say that it was all done prior to negotiating 
with Trunkline. 


° ° . Sd ° 
1288 
Redirect examination by Mr. Palmer. 


Q. Turning now to another line of questions, you have 
said, I believe, quite clearly that your gas supply situation 
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is critical. But I would like to ask whether there is any 
peculiar need or value to you of the prompt resolution of 
the questions proposed in this application? <A. Yes, I 
think quite definitely. For a number of years we have 
needed additional supplies of gas, and we have sought all 
possible ways to obtain and increase in supply. We have 
talked to Panhandle, we have talked to other pipelines; we 
have talked to producers; we have considered the construc- 
tion of a pipeline ourselves; we have considered joining 
with others in the construction of a pipeline. We were 
actively attempting to 
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obtain a new supply for over a year and a half prior to the 
January 1958 contract with Panhandle. We find now that 
the period from January 1958 to October 1959 is a short 
period to arrange for a new supply, even when agreed upon. 
We see no prospect of a decision in this case before Febru- 
ary. And if this project fails, we see no prospect of a new 
source being agreed upon for a number of months subse- 
quent to that time. This would not only mean that we 
couldn’t have a gas supply in October 1959, but it would 
also mean that we would have no prospect of a gas supply 
in 1960. And as I have already mentioned, we are now op- 
erating on supplies that are temporarily at best, or cer- 
tainly not final service, which will carry us through 1959. 

But even with the continuation of those supplies, we are 
faced with a drastic curtailment if a new supply is not 
available in 1960. 

Q. You have several times said that you have faced the 
prospect of curtailment, Mr. Aymond, and that simple state- 
ment alone doesn’t convey to me any drastic meaning. But 
I take it that your company has had some experience with 
this in the past, and I wish you would state more specifical- 
ly what you mean by a curtailinent. .1. Well, we had some 
experience on this subject about ten vears ago. At that 
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time the delay in the completion of some additional facili- 
ties, plus the shift in the pattern of 
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use of one of Panhandle’s very large customers, resulted 
in such a critical shortage in our supply, that our storage 
company subsidiary, that Michigan Gas Storage Com- 
pany’s fields were completed pending the approval of new 
supplies, and it was necessary to curtail service. 

This consisted of two stages. First, industrial customers 
were curtailed to a figure predicated upon past use, to a 
quota basis. And all of these industries were firm custo- 
mers with no standby. And it resulted in many hardships. 
But later on, that was not adequate to bring requirements 
down to a balance with supply, and it was necessary to set 
a date for the complete discontinuance of all industrial 
sales of gas in our service area. 

Q. Was that well received? A. It certainly was not. 
And there are many industries that are wholly dependent 
upon gas for their fuel and for their means of operation. 
It is vital to many industrial processes. And there were no 
alternative means of meeting those requirements, and it 
would have if help hadn’t come at the last minute, it would 
have meant a large shutdown on a widespread basis of 
industry and substantial unemployment. 


1396 
W. K. Sanders, 


was recalled as a witness and having been previously duly 
sworn, was examined and testified further as follows: 


° ° e * * ° ° ° . 
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Cross-Examination 
By Mr. Perdue: 


Q. Mr. Sanders, Mr. Mast testified that the looping pro- 
gram proposed to be undertaken by Trunkline in this pro- 
ceeding is but one step in an over-all expansion program. 
Did you hear him so testify? A. No, I didn’t hear that par- 
ticular testimony. 

Q. Do you say his testimony is correct? A. I would think 
that that statement that you just made quoting his testi- 
mony would be substantially correct. 

Q. Do you mean he is correct when he so testified? A. I 
would think so. 

Q. Could you tell us what the subsequent steps will be in 
that expansion program, if you know it at this time? A. I 
have no idea. 

Q. The decision to design the loops proposed herein so as 
to fit into an over-all expansion program was yours, was 
it not? A. It was a decision of management, ves. 

Q. That would be the Executive Committee of Trunk- 
line? A. Yes, the over-all management. 

Q. At the time it was taken, did you ask Mr. Mast or 
the engineering department to present to you a study of 
the various pipe sizes for looping programs that could be 
used to serve Consumers with the ultimate quantities of 
natural gas set forth in the letter agrement which is 
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Exhibit 28 in this proceeding? A. We made many studies. 
The smaller the line, the longer the loop will be, and less 
the ultimate capacity will be when the looping program was 
finished. 

So what you are asking means economics enters into the 
design in the initial step of an expansion program. 
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Q. At transcript page 408, Mr. Sanders, we were dis- 
cussing the delivery of natural gas over and above that to 
be delivered to Consumers made available by the addi- 
tional capacity contained herein, and you stated in answer 
to a question regarding pvssible delivery to Panhandle 
under Traunkline’s rate schedule R-1, the answer at line 5, 
transcript page 408: 

“Yes, we are not limited to that.’ 

To what other customer did you have reference in answer- 
ing the question regarding the delivery on your excess rate 
schedule? A. Well, under our proposal here we only have 
two customers where they are so-called excess gas. One 
is Consumers and the other is Panhandle. 

Q. Have you made any decision as to whether the excess 
or surplus gas would be delivered to Panhandle on rate 
schedule R-1 or to Consumers under rate schedule R-2? A. 
I think I answered that before. If Consumers wanted it we 
would think they would be entitled to it. If 


1403 


they did not want it, then we would be willing to deliver it 
to someone else. But it would be a temporary sale. 

Q. Of course, if that gas were sold to Consumers, it 
would be at 45.75 cents per Mcf and to Panhandle would be 
at 27 cents per Mef; isn’t that correct? A. That is correct. 


* * * * ° o * *. * * 
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Q. And you told us on your preliminary cross that there 
was in your mind no dedication of the reserves which lay 
behind the contracts in Exhibit 9 and 10, being specifically 
for Consumers; isn’t that correct? A. Yes, that is correct. 


* . ° ° ° * * * ° ° 
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William Thiel, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 


By Mr. Joseph W. McAuliffe, Counsel for Battle 
Creek Gas Company. 


* * * * 
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Q. From what source do you receive a supply of natural 
gas? A. All of our natural gas is received from Panhandle 
Eastern Pipeline Company. 

Q. What is your present contract, service contract, with 
Panhandle with respect to the maximum demand? A. Our 
present winter contract demand is 19 million cubic feet per 
day. 

Q. From the exhibit marked 36, it appears that your peak 
days have exceeded the contract demand available from 
Panhandle. What sources of supply do you have to make 
up any excess over your contract demand? <A. The only 
other sources of supply which we have available are LPG 
production plant for supplementing natural gas with pro- 
pane air. 

Q. In the winter of 1958-59, what is your estimate of the 
amount of production from your LPG facilities in the ab- 
sence of any abandonment gas? A. On a peak day we an- 
ticipate requirement for 6,065 Mcf. 

Q. That is a combination of the 4,000 appearing in line 2 
and the 2,065 appearing in line 67? A. That is right. 
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Q. Have you found it necessary the past two or three 
years to inerease your propane capacity? A. Yes, sir. In 
order to attempt to keep up with the needs of our growing 
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community, we have added additional propane air facilities. 

Q. Have you done that in both of the lines? A. yes. 

Q. Have you any restrictions currently on the attachment 
of space heating loads? A. Yes, sir. 

Q. Have you at any time since the war been free of re- 
strictions on space heating? A. Not to my knowledge. 

Q. You presently have a waiting list for space heating? 
A. Yes, we do. 

Q. What number is listed on that waiting list at the pres- 
ent time? A. At the present time there are 1333 on the 
waiting list, none of which we solicited. 

Q. In the production of propane gas, can you tell us the 
approximate average costs of that gas to manufacture? A. 
The average cost of the labor and material for producing 
that gas is approximately $1.40 per thousand cubic feet. 
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Q. Are you presently receiving any gas which originates 
from the Trunkline facilities? A. No, sir. 

Excuse me, would you repeat that? 

Q. Are you presently receiving any gas which originates 
from Trunkline facilities? A. Yes. Battle Creek was al- 
located additional quantities of gas from the Trunkline fa- 
cilities certificated in the original Trunkline certificate pro- 
ceedings in Docket No. G-882. And a further increase was 
authorized from the certification of additional facilities 
proposed in Docket No. G-8664. 

This latter docket was consolidated with Panhandle’s ap- 
plication at Docket No. G-8665, and we received an increased 
allocation as a result of the consolidated proceedings. 

Q. What was the date when that increase, pursuant to 
the order in the consolidated Dockets 8664 and 8665 was 
actually made? A. We were able to increase our take on 
the 1st of December 1955. 

Q. Have you received any increased allocation since that 
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time from Panhandle or any other sources? A. No, we 
have not. 
Q. Has Panhandle consulted you concerning your winter 
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requirements since your last increase in December 1955? 
A. Yes, they have. 

Q. In what connection? A. They asked us to prepare 
exhibits showing our peak day and annual requirements in 
connection with the proceeding in Docket No. G-11061. 

Q. Did you prepare such an exhibit? A. Yes, sir. 

Q. How were they used, if you know? A. I appeared as 
a witness for Panhandle and presented the market require- 
ments testimony for Battle Creek in those proceedings. 

Q. Has Panhandle consulted you on any other occasion 
concerning your peak day requirements since December? 
A. No, sir. 

Q. Were you here yesterday when Mr. Sanders testified? 
A. Yes, I was. 

Q. In response to a question he indicated that he thought 
that Panhandle had contacted its customers regarding their 
requirements in connection with the present Trunkline ap- 
plication, Were you so contacted? A. We were not. 

Q. Did Panhandle ever inquire if you were interested in 
any inereased supply of gas from the Trunkline facilities 
for which certification is sought in these proceedings? 
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A. No, sir. 

Q. What quantities of gas is Battle Creek seeking in these 
proceedings? A. We want 4,000. Mef for the five winter 
months. That amount would still be available to Consum- 
ers for the remaining seven months of the year. 

Q. Your Exhibit No. 36 indicates a need of 6,000 Mef in 
the first year. Will you please explain for the record why 
you request only 4,000 Mef in these proceedings? A. We 
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have been given a letter of intent from Panhandle suggest- 
ing that we receive 4,000 Mcf from the abandonment pro- 
ceedings in Docket No. G-11061. 

The staff in those same proceedings recommended an 
allocation of 5,500 Mef to Battle Creek. 

Our requirements are 6,000 Mef of the first year, 8,000 
Mef the second year, and 10,000 Mef the third year, in addi- 
tion to our present takes from Panhandle. 

So as a practical matter we have taken the second year 
as a mean in this proceeding, on the strength of the Pan- 
handle letter of intent to deliver the additional 4,000 in the 
event of a favorable decision in the abandonment proceed- 
ings. 

This, in the aggregate, will meet our second year require- 
ments and in that manner from a management standpoint, 
we are balancing one chance against the other. 
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Q. If you are allocated gas in these proceeding, how will 
it be delivered to Battle Creek? A. In the same manner as 
Trunkline gas is presently being delivered to Battle Creek. 

Q. If the Commission were to allocate 4,000 Mcf during 
the five winter months period to Battle Creek, then on the 
basis of Mr. Sanders’ testimony, indicating that their 
maximum capacity was 135,000 Mcef, was all dedicated to 
the Consumers’ needs, the results would be to reduce or take 
something away from the Consumers on the five winter 
months, would it not? A. Yes. 

Q. Do you have any knowledge of the operations in any 
manner, in which Consumers could be compensated for 
such? A. Yes, in a number of ways. 

Q. Will you please indicate how that could be done on 
the record? A. Battle Creek has surplus gas during off- 
peak periods under our present contract with Panhandle. 
This off-peak gas could be available at Freedom Junction 
during our off-peak periods for delivery by Panhandle for 
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the benefit of Consumers, in any way they wanted to usc it. 

It can be used to reduce present deliveries from Pan- 
handle on the west line, or it could be used to increase de- 
liveries on the northwest Panhandle line from Freedom 
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Junction, or it could go into storage at Northville, or it 
could go on up into the Michigan Gas Storage Company 
fields, or it could be used to balance deliveries at Kalama- 
zoo or Marshall. 

Q. Incidentally, all of the gas you receive from Pan- 
handle is obtained on what is known in these proceedings 
as the west lateral? A. Right; that is right. 

Q. There are Consumers’ customers on the same line, are 
there not? A. Yes. 

Q. As well as other independents besides yourself? A. 
Yes, correct. 

Q. What is your location on that line with respect to 
other cities? A. Well, we are approximately halfway be- 
tween Kalamazoo—well, not half way but 20 miles from 
the end of the line which is Kalamazoo. 

Q. Kalamazoo is a Consumers’ town, is it not? A. Yes. 

Q. And the towns of Marshall and Jackson are Consum- 
ers’ towns both lying east of you on that west line? A. 
Right. 

Q. Have you any knowledge as to whether or not the 
west line has capacity to deliver this increase to Battle 
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Creek? 

Mr. Littman: I object, Mr. Examiner. 

Presiding Examiner: He is asking if he has any knowl- 
edge. 

Mr. Littman: Beg pardon. 

Presiding Examiner: He is asking if he has any knowl- 
edge. 
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Mr. Littman: Well, as to that I will have no objection. 

Presiding Examiner: Very well. As to whether he has 
any knowledge, but that alone. 

Do you have any knowledge? 

The Witness: Yes, sir. 

Presiding Examiner: Would you state the basis of that 
knowledge? 

The Witness: I understand 

Mr. Littman: I object—the basis of the knowledge. 

Presiding Examiner: Yes. 

Mr. Littman: There is a little noise out here. 

Presiding Examiner: Yes, the basis 

The Witness: I understand from previous testimony in 
this case, that Kalamazoo is now being fed gas from the 
Overisel Fields and that relieves the west line capacity. 

Presiding Examiner: Is this hearsay on your part or do 
you actually have knowledge of it? 

The Witness: I have exhibits shown previously here that 
show that. 

Presiding Examiner: You are relying on exhibits in 
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this record? 

The Witness: Yes. 

Presiding Examiner: Or your interpretation of those 
exhibits? 

The Witness: That is correct. 

By Mr. McAuliffe: 

Q. You refer specifically to Exhibit 30, page 32 A. That 
is right. 

Q. Do you of your own knowledge know that prior to the 
time when the Overisel Field was connected with Kalama- 
zoo that Kalamazoo was served entirely on this west line? 
A. That is correct. 

Q. What price are you willing to pay for any additional 
gas which the Commission might allocate to you in this 
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proceeding? A. We are willing to pay, subject to Com- 
mission approval, a rate based on the same cost of service 
formula used by Trunkline in arriving at the price to Con- 
sumers. This would include all of Trunkline’s costs up to 
Tuscola, and a reasonable charge by Panhandle for trans- 
porting the gas to us. I believe that Mr. Allen testified 
that the costs could be identified in the event of such an 
allocation. 


Statement of Counsel 


Mr. McAuliffe: If Your Honor please, Trunkline, of 
course, consistently has maintained that it is an independ- 
ent company in these procedings. Up to the present time 
I think the entire history of Trunkline, except for a few 
very small customers, all but one of whom was a 7-A 
customer, the total capacity of Trunkline was delivered to 
Panhandle for resale to Panhandle’s customers. 

Trunkline is 100 per cent subsidiary of Panhandle, which 
is established in this record. It is a completely integrated 
system. Trunkline here is trying to appear to be a com- 
plete stranger by reason of its separate corporate identity. 

Our position is that in an integrated system as this, Pan- 
handle is the principal, Trunkline is its child, if it tries to 
leave home and repudiates its parentage, the fact 
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remains that it is a child of Panhandle. This is an increased 
supply which could have been made available to Panhandle 
and our position here is that we are entitled to,—we are 
requesting an allocation or a reservation of gas. 

If that reservation or allocation is made, then our prob- 
lem is simply one of getting Panhandle to transport that 
gas to Battle Creek, to accept delivery of it at Tuscola, at 
the connection between the two lines. 
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We are seeking an allocation of gas in the first instance. 
If it becomes necessary, we could file a 7-A directing Pan- 
handle—asking for an order directing Panhandle to do that. 

We consider a 7-A application, which would bring Pan- 
handle into this proceeding, at this time premature, unless 
we have some gas allocated. 

That is our procedure, and I think that the same objec- 
tion was made by Mr. Littman in answering an objection 
filed to our application. 
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Mr. McAuliffe: I do not wish to belabor the question, 
either, except that the record here discloses that there is 
no inereased facilities required, there has been evidence 
which has been offered, the capacity already exists so far 
as Panhandle is concerned, 

Recognizing the integrated nature of the system, there 
is an increase in facilities available here to the integrated 
system. 

We are not concerned with any increased requirements 
of any customers who have not participated in these pro- 
ceedings. Only two of us are here seeking an allocation 
and under Section 7-E, the Commission has the authority 
to condition any certificate granted to a minimum extent, 
just reserving the quantiy of gas which could be made 
available. 
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was called as a witness and, after being first duly sworn, 
was 
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examined and testified as follows: 
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Direct Examination 


By Mr. Richard I. Connor, Counsel for Michigan 
Gas Utilities Company: 


Q. Will you please state your name, address and oceupa- 
tion? A. My name is E. M. Hawkins, Jr. My address is 
214 West Pearl Street, Coldwater, Michigan. I am Ex- 
ecutive Vice President of Michigan Gas Utilities Company. 

Q. Please give a brief summary of your educational and 
professional background? A. I am a Graduate of the Mas- 
sachusetts Institute of Technology, having received a de- 
gree of Bachelor of Science in Civil Engineer, in 1930. 
During the school year of 1932 to 1933, I returned for 
graduate work as a result of which I was awarded the de- 
gree of Master of Science, in Busines Administration, from 
MIT. 

I am a Professional Engineer, registered in the State 
of Virginia. Since the year 1933, with the exception of 


three years in the Navy during World War I, 

I have been employed by utility companies in various 
engineering and administrative capacities. 

Q. Will you please outline briefly your duties and re- 
sponsibilities with Michigan Gas Utilities Company? A. 
In my capacity as Executive Vice President, I am General 
Manager of the company, having responsibility under 
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the President and Board of Directors, for the entire opera- 
tions of the company. 

One of my responsibilities is to analyze the company’s 
requirements with reference to natural gas supplies, to 
negotiate with the Transmission companies, and to take any 
other necessary action for the securing of adequate sup- 
plies to meet our requirements. 

Q. Will you give a brief description of the operations 
of Michigan Gas Utilities Company? A. The company is 
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a distribution company purchasing supplies of natural gas 
from the interstate pipeline companies and distributing it 
at retail to a service area in the southeastern and western 
part of the State of Michigan. 

The company serves gas in 28 cities and towns to a total 
of over 34,000 customers. 

Q. I hand you a one-page document which has been 
identified as Exhibit 37, and I will ask you whether this 
exhibit was prepared under your direction and supervision? 
A. Yes, it was. 

Q. Will you briefly explain what this document purports 
to show? A. This exhibit is a map of the territory served 
by Michigan Gas Utilities Company. 

Q. Not too fast. A. The territory extends across the 
entire southern 

1478 


region of Michigan from Monroe, on Lake Erie, at the 


east, to Benton Harbor, on Lake Michigan, at the west. 

The company is divided into two divisions, which we 
refer to as the western division and the southern division. 
The western division is shown at the left-hand side of Ex- 
hibit 37, paralleling Lake Michigan. 

In this division the major towns that are served with gas 
at retail by the company are Benton Harbor and St. Joseph, 
South Haven, Grand Haven, Allegan, and Otsego, and 
Plainwell. 

This western division is presently served entirely by 
gas purchased from Michigan Wisconsin Pipeline Com- 
pany, and no gas is sought in this proceeding for service 
to that division. 

The other portion of our system which we refer to as 
the southern division is shown along the lower portion of 
the map which is Exhibit 37. 

This southern division extends from Lake Erie to the 


101 
(1479) 


town of Sturgis, which is just west of the South Central 
portion of Michigan. 

As part of this southern division we refer to the eastern 
part on Lake Erie as the Monroe District, and the portion 
in the south central part of Michigan we refer to as the 
Coldwater District. 

The whole southern division is presently served with 
gas purchased from Panhandle Eastern Pipeline Company. 
The 

1479 


Monroe District located near Lake Erie is supplied directly 
from the main line of Panhandle, with gas purchased at 
two delivery points, one near Carelton, and the other near 
Grape, which delivery points are each designated on Ex- 
hibit 37, by the figure 1 in a circle near the right-hand side 
of the map. 

The name of Grape is not printed on the exhibit, but it 


is located a little west of Monroe. 

The remainder of the southern division is also presently 
supplied by gas purchased from Panhandle, but from their 
so-called West Michigan lateral. 

The point of delivery is near Marshall, Michigan. A 
transmission system of our company, Michigan Gas Utili- 
ties, carries gas from this delivery point to the several 
towns in our company’s Coldwater District, which include 
the three major cities of Coldwater, Hillsdale, and Sturgis. 

A place called White Pigeon, located at the Michigan- 
Indiana State line, slightly west of the town of Sturgis, is 
shown on the map, Exhibit 37. 

White Pigeon marks the terminus of the extension of 
Trunkline’s proposed transmission system. 

Taking off from White Pigeon and extending in a north- 
easterly direction across the southern part of Michigan 
is the approximate route of Consumers Power Company’s 
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pipeline which is proposed to tie into the extended Trunk- 
line 
1480 


system at or near White Pigeon. 

From the town of Sturgis to White Pigeon, is shown by 
a dotted line the 18 mile lateral that would have to be 
constructed by Michigan Gas Utilities Company in order 
to permit us to receive gas from Trunkline. 

Extending southwesterly from Sturgis is shown a dashed 
crossed line etxending to the American Louisiana Pipeline 
Company Payne Bridgeman line. This dashed crossed 
line shows the lateral that would be built by Michigan Wis- 
consin Pipeline Company from the American Louisiana line 
near LaGrange, Indiana to Sturgis, Michigan. 

This lateral is involved in our application in Docket No. 
G-13858, which is now before the Presiding Examiner for 
decision. 

Q. You stated above that it is the southern division of 
your system only which is involved in the present proceed- 
ing, and, therefore, is it correct in this hearing that you 
are showing only the requirements of your southern divi- 
sion and how the Trunkline project would meet your criti- 
cal needs with respect to that division? <A. Yes, that is 
correct. 

Q. What is the present supply of natural gas for the 
Southern Division of your company? A. Panhandle East- 
ern Pipeline Company is presently our sole source of sup- 
ply, other than local propane air 
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production facilities. 

The present service agreement with Panhandle is for a 
maximum peak day delivery during the five winter months, 
November through March, inclusive, of 18,000 Mef per day. 

Q. Is this 18,000 Mef contract capacity sufficient to meet 
your requirements? A. No, it is not. 
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Q. Please explain your last answer? A. Already this win- 
ter we have experienced a mean temperature of six degrees, 
and on this day our take from Panhandle was approxi- 
mately 17,800 Mef. 

Also, it was necessary for us to make an additional 
amount of gas from our propane facilities equivalent to 
about 1,000 Mef. 

Q. Have you been able to meet the requirements of the 
customers in your southern division? A. No. It has been 
necessary to enforce restrictions on the attachment of space 
heating loads, and at the present time there are 2,625 ap- 
plications on file from customers that desire space heating 
service. 

These are unsolicited applications. 

Q. Has Panhandle given any indication to Michigan Gas 
Utilities Company that it proposes to alleviate the gas 
shortage on your system? <A. Yes. Tentatively or condi- 
tionally. 
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Q. Will you please explain that answer in more detail? 
A. If Panhandle is successful in abandoning service to 
Michigan Consolidated Gas Company at Detroit, as pro- 
posed in Docket No. G-11061, they have promised increased 
deliveries to our company which I will hereafter explain 
in more detail. 

Other than this, Panhandle has made it abundantly clear 
to our company that it has no present plan for enlargement 
of its system in the reasonably near future to take care of 
our requirements. 

They have advised us of their work in the Waverly Stor- 
age Field and the possibility of relief from this source. But 
this Waverly Storage project has been going on for a 
matter of five years, at least, and we have no assurance 
at the present time that relief in the matter of gas supply 
from this source is near. 
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Q. Why does not Michigan Gas Utilities Company await 
the outcome of the Panhandle abandonment case, rather 
than participating actively in this hearing? <A. First of 
all, the amount of gas which Panhandle has contracted to 
supply us in the event it is successful in abandoning service 
to Detroit, is 5,500 Mef per day, and it will not take care of 
our requirements. 

Secondly, the Panhandle application to abandon has been 
pending for two years, and it is unknown when a final de- 
cision will be rendered. We do not believe that our 
company 
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should be required to stand still while the battle between 
Panhandle and the American Natural System rages. 
Furthermore, there is no way of knowing whether in the 
disposition of the gas involved in Docket G-11061, any of 
the abandonment gas will be allocated to our company, or 


the quantity of any allocation that may be made to us. 


es s s ° & ° * * ° 


By Mr. Connor: 


Q. Mr. Hawkins, in your description of the map showing 
the location of your facilities, which has been identified as 
Exhibit 37, you made mention of a proposed lateral by 
Michigan Wisconsin, to tie in with your facilities at Sturgis 
as the subject of your 7-A application in Docket No. 
G-13858. 

Why do you not await the outcome of that case rather 
than participate in the present proceeding? A. The re- 
quirements of our Southern Division would be met if the 
required quantities of gas in Docket No. G-13858 were al- 
located from the proposed Michigan Wisconsin lateral to 
Sturgis, and if abandonment gas in the amount proposed 
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by Panhandle were available from Panhandle as a result 
of its application in Docket No. G-11061. 

If the Commission were to deny gas to us from either 
case, or were to reduce the quantities sought, a shortage 
of supply in our Southern Division would continue to exist. 

As it would be presumptuous for us to attempt to fore- 
east the decision of the Commission in either case, we feel 
that it is essential to protect the company’s dire require- 
ments for gas from any mere contingency by making our 
requirements known in this docket, where new facilities 
are being proposed which would provide a source of supply 
to an area of our 
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system which is critically in need of more gas. 

Q. I hand you a seven-page document which has been 
identified as Exhibit 38, and ask whether this exhibit was 
prepared under your direction and supervision? A. Yes, 


it was. 

Q. Would you briefly explain what this document pur- 
ports to show? A. This exhibit is the market study of the 
Southern Division of the company. 

Q. Of your company. A. Of our company, Michigan Gas 
Utilities. 

Page 1 of the exhibit shows the annual requirements for 
the Coldwater District. 

The first column shows the actual figures for 1957, and 
the second column shows the figures for 1958, which are 10 
months’ actual and two months’ estimated. 

The last three columns are estimated requirements for 
the years 1959, 1960 and 1961. 

Page 2 of the exhibit is similar to page 1, except it is 
for the Monroe District. 

Page 3 is a summary of pages 1 and 2, and covers the 
entire Southern Division. 
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Page + has the peak day requirements for the Coldwater 
District. 
The first column is the actual peak day during the 
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winter of 1957-58, which occurred on February 17, 1958. 

The second column is the estimated peak day for the 
1958-59 season. 

And the other three columns are the estimated peak 
days for the following years. 

Page 5 of the exhibit is similar to page 4, but it is for 
the Monroe District. 

Page 6 is a summary of pages 4 and 5, and includes the 
entire peak day requirements for the Southern Division. 

Page 7 is the shect showing the basic factors used in 
calculating the market study shown on the previous pages. 

Q. Are the estimates contained in this Exhibit 38, in 
your opinion, reasonable? .A. Yes, they are. 

Q. Ihand you a two-page document which has been iden- 
tified as Exhibit 39, and ask you whether this was pre- 
pared under your direction and supervision? A. Yes, it 
was. 

Q. Will you briefly explain what this document purports 
to show? A. Page 1 of this Exhibit 39 shows the peak day 
requirements as compared with the supply. For the pur- 
pose of this exhibit it has been assumed that there would 
be no change in quantities in the Panhandle service agree- 
ment as it now exists, and that the only new supply that 
would be available 
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to our Southern Division would be 6,000 Mef per day from 
Trunkline. 

The last line on this page shows the deficiency that would 
exist. Under the assumptions that have been made these 
deficiences would have to be overcome either by additions 
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to our propane production facilities or by the continued 
restrictions on the attachment of new loads, so that re- 
quirements would remain in balance with supply. 

Q. Now, turning to page 2 of this Exhibit 39, will you 
briefly explain what this page shows, starting first with 
the Assumption I shown on this page? A. Shown on page 
2 of Exhibit 39, under Assumption I, is the tabulation of 
annual requirements versus supply. The assumptions 
previously mentioned as applying to page 1 apply, also, to 
the supply section of Assumption No. 1 of this tabulation. 

In other words, that we continue to receive 18,000 Mef 
per day from Panhandle and acquire a new supply of 6,000 
Mef from Trunkline under its proposed rate schedule P-2. 

Q. Will you now explain what is intended to be shown 
by Assumption II as set out on this page 2 of Exhibit 39? 
A. It is apparent from the availability clause of rate sched- 
ule P-2, that this rate was designed specifically by Trunk- 
line for service to Consumers and it is intended that it not 


be available to any other customers. 
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As matters which will be before the Commission in this 
docket involve the expansion of the existing Trunkline 
Pipeline System and the consideration of a new rate for 
the sale of gas from these facilities, it is believed that the 
form and conditions of the rate schedule will be thoroughly 
reviewed by the Commission. 

As a result of such study the proposed rate may not be 
the only schedule which the Commission may require to be 
made available for service from Trunkline’s expanded 
facilities. 

The needs of Michigan Gas Utilities Company are pref- 
erably for a peaking service and, therefore, the tabulation 
shown as Assumption No. 2 has been listed. 

A peaking service is a much to be desired solution to our 
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gas supply problem, but in the event that the Commission 
only approves a rate similar to the proposed schedule P-2, 
Michigan Gas Utilities Company is willing and able to con- 
tract for service under such type of rate. 

Q. Referring to Exhibit 39, you testified that you made 
two assumptions, Assumption 1 was that you continue 
to get 18,000 Mcf per day from Panhandle under your 
present service agreement, and that you procure in this 
proceeding an allocation of 6,000 Mcf per day from Trunk- 
line. Isthat correct? A. Yes. 

Q. Now, on the basis of the foregoing assumption, and 


1489 


at Trunkline’s proposed rate schedule P-2, and assuming 
first delivery from Trunkline as October 1, 1959, have 
you calculated what the average cost of gas would be to 
your Southern Division for the years 1959, 1960 and 1961? 
A. Yes, Ihave. 

Q. Will you state what those average costs would be? 
A. For the year 1959, it would be 36.4 cents. 

Mr. Littman: What is that? 

The Witness: 36.4 cents. That is per Mcf. 

For 1960, it would be 46.8 cents per Mef. 

For 1961, it would be 49.6 per Mef. 


By Mr. Connor: 


Q. Also, in preparing Exhibit 39, you made Assumption 
No. II which was that you continue to get 18,000 Mef per 
day from Panhandle under your present service agreement, 
and that you procure in this proceeding an allocation of 
{peaking service gas from Trunkline in the quantities 
shown on the third line under Assumption No. II on Ex- 
hibit 39. Is that correct? A. Yes, itis. 

Q. How much would your company be willing and able 
to pay to Trunkline for said quantities of peaking service 
gas? A. Eighty cents per Mcf. 
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Q. On the basis of Assumption No. II, and an 80 cent 
price per Mef for such peaking service gas, have you 
calculated 

1490 


what the average cost of gas would be to the Southern 
Division of your system for the year 1959 and 1960, and 
1961, assuming first delivery of said gas on October 1, 
1959? A. Yes, I have. 

Q. What would those costs be? A. For the year 1959, it 
would be 34.1 cents per Mef. For the year 1960, it would 
be 38.9 cents per Mef. For the year 1961, it would be 43.5 
cents per Mef. 

Q. Now, as an intervenor in this present proceeding, 
what are you requesting from the Commission? A. Be- 
cause of our critical gas supply problem we have brought 
our market requirements to the attention of the Commis- 
sion, and indicated a means by which this shortage could 
be alleviated. 

We request Your Honor and the Commission to take 
official notice of any action that may be taken subsequent 
to today and prior to the time that a decision is rendered 
in this instant case in the matters of Dockets No. G-11061 
and G-13858. 

If the decision in these cases have not been rendered 
prior to the time of an allocation of gas in the instant pro- 
ceeding, Docket G-15394, or if any allocation of gas made 
in these two aforementioned cases are insufficient to meet 
the requirements of Michigan Gas Utilities Company for 
its Southern Division, then we request and urge an alloca- 
tion be made to this 
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company from the expanded capacity of Trunkline’s Gas 
Company. 

Q. In your testimony you have referred to an 18 mile 
lateral from Sturgis to White Pigeon, which would be 
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required to be built by your company to connect your dis- 
tribution system to the terminus of the proposed Trunkline 
extension. 

Will testimony be given by another witness as to the en- 
gineering feasibility and cost of that line? A. Yes, it will. 

Q. Do you know the cost of constructing that line? <A. 
Yes. The cost which will be shown by Mr. Case, the other 
witness, in his exhibits, is $416,000. 

Q. Will you briefly explain how that cost would be 
financed? A. The cost of the lateral would be financed by 
a temporary bank loan. The company presently has a re- 
volving credit with New York Bank in the amount of $1.5 
million. As of today, the company has no bank loans 
against this eredit as all bank loans have been retired as 
a result of successful financing accomplished by the com- 
pany within the past four months. 

Initially, the funds to pay for the construction of this 


$416,000 lateral would be provided out of this revolving 
credit. It is the company’s intention to finance this con- 
struction program through bank loans and at the appro- 
priate 
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time to return these loans through the issuance and sale of 
the company securities. 

This would be the procedure that would be followed in 
financing the proposed lateral. 

Q. What character of securities would the company is- 
sue to pay off the bank loans necessary to provide the funds 
for the construction of this line? A. The company would 
issue debt securities, either in the form of mortgage bonds 
or long-term notes. 

Mr. Connor: That’s all I have from this witness. 

Presiding Examiner: Do you have another witness? 

The witness will step down until further cross-examina- 
tion. 


Mr. Connor: I do. 
(Witness temporarily excused) 


Mr. Littman: Pardon me, Mr. Connor. We would like 
very much to have this witness’ work papers, particularly 
the portion showing how he arrived at these average costs 
of gas under the various assumption—to look at them dur- 
ing the noon recess. 

Mr. Connor: Yes, sir. 

Presiding Examiner: You may call your next witness. 

Mr. Connor: Mr. Case. 


Whereupon 
L. N. Case, 
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was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Connor: 


Q. Please state your name and address and occupation? 
A. My name is L. N. Case, C-a-s-e. My address is 160 West 
Pearl, Coldwater, Michigan, and I am presently employed 
as Chief Engineer for Michigan Gas Utilities Company. 

Q. Please give us a brief summary of your educational 
and experience background? A. I am a graduate of Pur- 
due University, with a Bachelors of Science degree in 
Chemical Engineering. I am a registered Mechanical En- 
cinecr in the State of Michigan. 

After graduation from Purdue in 1947, I was employed 
as a Cadet Engineer for the Battle Creek Gas Company, 
for approximately one year. 

For the last ten years, I have been employed as an engi- 
neer for Michigan Gas Utilities Company. 

Q. Will you please outline briefly your duties and respon- 
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sibilities with Michigan Gas Utilities Company? A. Most 
of my work with Michigan Gas Utilities Company has been 
in design and supervision of construction of distribution 
and tranmission facilities. 

Part of my work has been in the preparation of exhibits 
for the Michigan Public Service Commission and for the 


1494 


Federal Power Commission. 

For the past three years as Chief Engineer, I have di- 
rected the Engineering Department of Michigan Gas Utili- 
ties Company. 

Q. Ihand you a four-page document which has been iden- 
tified as Exhibit 40 and ask you whether this exhibit was 
prepared under your direction and supervision? A. Yes, 
it was. 

Q. Will you briefly explain what this document purports 
to show? A. The first two sheets of this exhibit show the 
assumptions and methods used in calculating the flow dia- 
grams shown in the exhibit. 

Pages 3 and 4 are two flow diagrams for the Coldwater 
District. 

The first diagram was made with the assumption that 
6,000 Mef per day would be available from Trunkline Gas 
Company into Sturgis, and 6,000 Mcf per day available 
from the Panhandle Eastern Pipeline Company at 
Marshall. 

Also, it is assumed that 300 Mcf per day of propane air 
would be produced at Sturgis, and 200 Mcf per day would 
be produced at Coldwater. 

Page 4 shows the maximum flow capabilities of the Cold- 
water District system, and shows the deliveries possible 
with 200 pounds per square inch gage at Panhandle’s point 
of connection at Marshall, and 450 pounds per square inch 


gage 
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at Trunkline’s point of connection at White Pigeon. 

Q. I hand you a one-page document which has been iden- 
tified as Exhibit 41, and ask you whether this was prepared 
under your supervision and direction? A. Yes, it was. 

Q. Will you explain what this purports to show? A. 
This document shows the estimated cost of construction of 
the proposed six-inch lateral from White Pigeon to Sturgis. 
Unit costs are based on recent experiences of our company 
in doing similar construction work. 

Q. In your opinion are these costs reasonable and ade- 
quate to cover the proposed construction? A. Yes, they 
are. 

Q. Are any authorizations from any regulatory author- 
ity required prior to the construction of this lateral? A. 
Yes, it would be necessary for our company to secure au- 
thorization from the Michigan Publie Service Commission 


before taking on the actual construction project. 

It is anticipated that the company would file the neces- 
sary petitions at the proper time. And from past experi- 
ence we believe that the Michigan Public Service Commis- 
sion, after due consideration of the matter, would authorize 


the construction of this lateral. 
* * * o . * e * e * 
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William J. Thiel, 
resumed the stand and testified further as follows: 
Presiding Examiner: Mr. Littman, do you have any 


eross-examination? 
Mr. Littman: Yes, I have a few questions. 


Cross-Examination 
By Mr. Littman: 


Q. Mr. Thiel, it is my recollection of your direct testi- 
mony that you stated that you are now obtaining gas from 
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Trunkline in or out of some sort of an allocation in Dockets 
G-882 and G-8664 and G-8665. 

Isn’t your company a customer of Panhandle Eastern 
Pipeline Company? A. We buy our gas from Panhandle 
Eastern Pipeline Company. 

Q. You don’t buy any gas from Trunkline Company, do 
you? A. Our gas comes from the sources that Panhandle 
has for the gas. 

Q. But you have no contract or any arrangements di- 
rectly with Trunkline, do you, Trunkline Gas Company? 
A. We have no contracts which specify for Trunkline. 

Q. And the faciilties of your company, which, of course, 
is the Battle Creek Gas Company, and those of Trunkline, 
are 
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not interconnected, are they? That is—— A. They are 
connected by Panhandle. 

Q. But they are not directly connected, that is, your 
facilities don’t interconnect directly with those of Trunk- 
line anywhere, do they?’ A. That is correct. 

Q. You stated that you wanted, on behalf of Battle 
Creek Gas Company, 4,000 Mef per day for five winter 
months, that is, at least my notes show that to be your 
purport of a portion of your testimony. 

What five winter months are those, will you please name 
them? A. Those are the five winter months which are under 
our present contract with Panhandle, November, Decem- 
ber, January, February, and March. 

Q. Is my understanding correct, that Battle Creek Gas 
Company does not want any gas from Trunkline for any 
other months than those five? A. That is correct; other 
than the gas we are receiving, that is partially Trunkline 
gas now. 

Q. Well, I am, of course, speaking about receiving gas 
direetly from Trunkline. You are not here requesting any 


115 
(1547) 


gas directly from Trunkline out of this proceeding for any 
months other than the five months that you just named, is 
that right? 

1546 

A. That is right. 

Q. Now, I don’t believe the record shows how you would 
propose to take that gas during the five winter months. 
Would that be, or is it your proposal to sign up so as to 
obligate Battle Creek Gas Company to take 4,000 Mef each 
and every day during those five winter months, or how? A. 
That could be one of the arrangements that would be sat- 
isfactory. 

Q. Well, I am sure any number of different arrange- 
ments might be satisfactory. But what are you specifically 
requesting in this proceeding in that regard? A. We are 
requesting 4 million per day for each of the five winter 
months. 

Q. And you would obligate your company firmly to take 
that volume each and every day during those five months 
of each year? A. Yes. 

Q. As I understand your testimony, this volume which 
you are seeking would be delivered not directly by Trunk- 
line to your company, but would be delivered into the facili- 
ties of Panhandle Eastern Pipeline Company at Tuscola, 
Illinois, is that right? A. Right. 

Q. And would then be transported by Panhandle through 
its existing facilities through Freedom Junction and 
around into 
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its Michigan west lateral and then to your distribution 
system, is that right? A. The same as the gas we are re- 
ceiving from Panhandle is delivered now. 

Q. Now, has Battle Creek Gas Company made any ar- 
rangements with Panhandle Eastern Pipeline Company 
for the transportation of this volume of gas which you 
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seek in this proceeding? <A. No, sir. That is something 
which would follow these proceedings. 

Q. Well, have you had any discussions with Panhandle 
Eastern Pipeline looking toward such a transportation ar- 
rangement? .A. We have had no discussions with Pan- 
handle for such an arrangement. 

Q. Has your company ever had any discussions with 
any officers or officials of Trunkline Gas Company looking 
toward a supply of gas from Trunkline? A. I don’t quite 
follow what you mean, I don’t believe. 

Q. Well, has Battle Creek Gas Company ever requested 
Trunkline Gas Company to deliver any gas to it? A. You 
mean prior to this proceeding? 

Q. Yes, I mean prior to the time you came in here and 
asked for it in this proceeding. A. That is correct. 

Q. What is correct? You never have? 
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A. That we have not. 

Q. Just to make sure the record is clear, the only request 
that you have ever made of Trunkline for gas has been 
through your pleadings and exhibits and testimony in this 
vase, is that right? A. Yes. 

Mr. Littman: That is all, Mr. Examiner. 

Presiding Examiner: Any further cross-examination, 
Mr. Palmer? 

Mr. Palmer: Yes, sir. 


Cross-Examination 
By Mr. Palmer: 


* * * * 
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Q. Yes, but you ask for 4 million feet of gas from this 
proceeding, and you show a use of gas next year of 27 mil- 
lion feet. A. Yes. 
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Q. So you are assuming a supply from elsewhere of 23 
million feet. A. Of 23 million? 

Q. Correct. A. Yes. 

Q. And if you have that supply, but not the 4 million 
you are asking for here, could you not add the load and 
gain peak shaving as you are this year? A. We could add 
a load, a load; I don’t know whether it would be right now. 

Q. But you haven’t done any computations on that? A. 
That is right. 

Q. I take it the same is true for the suceeeding years? 
A. That is correct. 

Q. What rate do you assumne you would pay for the 4 
million Mef you have asked? Twelve months demand? <A. 
No, sir. 

Q. 95 per cent load factor? A. For the five months. 

Q. 95 per cent load factor for the five months? A. It 
would not be a load factor on a year-around basis. 


1553 
Is that what you mean? 

Q. No, I mean would you take and pay for your 95 per 
cent of gas including the commodity? A. Yes. 

Q. Have you figured what that would cost? A. Have 
I figured what that would cost? 

Q. Yes. A. Yes. 

Q. My figures indicate that is pretty expensive gas. 

You indicated that you thought that tendering Consum- 
ers Power Company summer gas would be a step by way of 
compensation. 

In making that assumption, what did you assume that 
it would cost Consumers Power Company to store that 
gas for use the following winter? A. I made no compu- 
tations as to the cost of Consumers. 

Q. Did you make any—are you aware of the testimony 
of Consumers’ witnesses that they cannot use any addi- 
tional summer gas? A. That they cannot use any addi- 
tional summer gas? 
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Q. Yes. A. I was under the impression that that is 
what they were looking for, this additional summer gas. 
Q. They were looking for a 100 per cent load factor gas, 
winter and summer. 
Mr. Flax: Mr. Palmer, could you refer us to that testi- 
mony, 
1554 


please, or not using any summer gas? 

Mr. Palmer: Than proposed to be used in this proceed- 
ing. 

Mr. Flax: You have predicated a question on a state- 
ment that Consumers could not use—Consumers’ witnesses 
have testified that they could not use any more summer 
gas, and I don’t recall that statement, and I wondered if 
we had a reference on that. 

Mr. Palmer: Let me put it another way. 


By Mr. Palmer: 


Q. You have no reason to believe that Consumers wants 
any additional summer gas, have you, of the kind you had 
in mind? A. I was under the impression they were after 
all of the summer gas that they could obtain. 

Q. But you have no basis for that statement, have you? 
A. The testimony that I have heard here seems to indi- 
cate that. 

Q. Quite the contrary. 

Mr. Palmer: That is all I have. 

Presiding Examiner: Any further cross-examination? 

Mr. Littman: I have a few questions, Mr. Examiner, if 
this is my turn again, brought up by this last cross-exam- 
ination. 

Presiding Examiner: If you have some more questions 
as a result of that, you may proceed. 

Mr. Littman: Yes. Strictly as a result of this I want 
to 
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ask a question. I think, Mr. Examiner, for a moment Mr. 
Palmer and this witness were a little at cross-purposes, 
and the record ought to be cleared up. 


Further Cross-Examination 
By Mr. Littman: 


Q. Do I understand you to say, Mr. Thiel, that you pro- 
pose to take this gas only for the five winter months at 
about 100 per cent load factor at the rate of 4,000 Mcf a 
day, and to take none through the remaining seven months 
of the year? That is right, isn’t it? A. That is right. 

Q. Now, do I also understand you to have said in re- 
sponse to some questions put by Mr. Palmer, that you 
would not expect to pay for that volume of gas on a year- 
round basis, that is, on the annual load factor, but rather 
would expect to pay for it on the basis of just on the five- 
month basis, is that right? A. That is right. 

Q. In other words, your annual—well, let me just have 
you state for the record what you would expect your mini- 
mum annual bill to be under your hypothesis, and under 
the tariff as proposed in this proceeding by Trunkline, 
which is the P-2 rate schedule. A. I don’t believe that I 
could make any statement that would have any value in 
that respect, because it would 
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depend on the rate established as being pro rata for the 
new installation as far as Tuscola, not including the por- 
tion of new construction from Tuscola to the Indiana- 
Michigan border. 

Q. But perhaps I can get at it this way: 

What would your annual volume be, under vour theory, 
putting aside for the moment the difference in rate between 
White Pigeon as against delivered at Tuscola, let’s put 
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that aside; just tell us what you would expect your annual 
volume to be. A. Approximately 600 million cubic feet. 

Q. And that simply figures that the 4,000 Mef per day 
for the five months—— A. Yes. 

Q. —and you would expect your minimum bill to be 95 
per cent of that 6 million? A. For the—I don’t quite un- 
derstand how you mean that. 95 per cent of the demand 
and commodity charges—— 

Q. Your annual load factor would certainly be some- 
thing less than 100 per cent, if you are only taking this 
annual volume during a five-month period, wouldn’t it? 
A. Yes. 

Q. What would your load factor be? A. On that gas, I 
believe the load factor would be around 41 per cent. 

Q. Around 41 per cent. But you want to pay for it, 
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however, on the basis of about a 95 to 100 per cent load 
factor, isn’t that right? 

Mr. McAuliffe: If Your Honor please, I think that there 
is a lot of confusion arising in this connection, in the use 
of the term ‘‘load factor.’’ 

Consumers Power & Storage Company, and so forth, of 
course, are accustomed to their load factors on an annual 
basis. Our problem is a peak day problem, and we are 
talking about load factors on a day-to-day basis. 

I think the testimony of this witness is that we propose 
to take this gas on a demand and commodity rate for five 
months, not on any annual load factor basis. 

Mr. Littman: Let me ask you this, and perhaps this 
would be a better way to get at it: 


By Mr. Littman: 


Q. Do you expect to pay the demand charge during the 
seven months that you don’t plan to take any gas? A. No, 
sir. 
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Q. You expect your minimum bill to be based upon only 
the volumes which you will take during the five months, 
is that right? A. That is right. 


1558 
Cross-Examination 
By Mr. Perdue: 


Q. Mr. Thiel, if I understand your proposal correctly, 
you are proposing to take this gas from Panhandle, is that 
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right? A. To be delivered by Panhandle, yes, sir. 
Q. Yes. Well, you would buy it from Panhandle, wouldn’t 


yout A. Yes. 

Mr. Littman: No, no. 

Mr. Perdue: Buy it under the Panhandle rate, wouldn’t 
you? 

Mr. McAuliffe: No. 


By Mr. Perdue: 


Q. Mr. Thiel, do you know! A. That we would buy it 
under the present Panhandle rate? 

Q. Yes. A. We would like to. 

Q. How else would you buy it? A. Sir? 

Q. How else would you buy it? A. We will buy it by 
whatever rate the Commission determines as being a fair 
rate for the gas. 

Q. I mean, the only seller you would deal with would 
be Panhandle Eastern, wouldn’t it? A. That is right. 

Q. And the only buyer there would be Battle Creek? 
A. That is right. 

Q. That is all you are proposing here, isn’t it, that 
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Panhandle sell you—— 
Mr. McAuliffe: I object to that. 


By Mr. Perdue: 


Q. —600 million feet of gas? 
Mr. McAuliffe: Our proposal is to buy from Trunkline. 


1609 
William J. Drescher, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


1612 
Direct Examination 
By Mr. Perdue: 


Q. Please state your name, residence, and employment. 
A. William J. Drescher. I reside in Falls Church, Virginia 
and am employed as an engineer by the Federal Power 
Commission. 

1613 


Q. Will you briefly describe your education and experi- 
ence? A. I have more than 18 years experience with gas 
and electric public utility rates, cost analyses, contracts 
and tariffs, and related engineering matters. 

I graduated from the College of the City of New York 
in 1939 with a degree of Bachelor of Science. On various 
occasions thereafter I have taken courses in public utility 
engineering in the Graduate School, U. S. Department of 
Agriculture, Washington, D. C. 

In 1940, 1941 and 1942 I was employed as a junior engi- 
neer by private consulting engineering organizations in 
New York. My work included the drafting of electric wir- 


123 
(1614) 


ing and gas piping layouts, studies of the cost of installing 
gas and/or electric equipment in industrial plants and 
the cost of operating that equipment under the local utility 
company’s retail rates. 

I accepted a position as a rate engineer with the Federal 
Power Commission in January 1943 and have been em- 
ployed continuously by the Commission since that time. 
During this period of 16 years my work covered all three 
areas of the Commission’s rate regulatory authority, i.e., 
independent producers, gas pipeline companies, and elec- 
trie power companies, My duties involved the analysis of 
costs and operations, rates and charges, tariffs and con- 
tracts, for sales at wholesale, 
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exchange of transportation of natural gas and/or electric 
energy in interstate commerce. In the course of these 


duties I have made studies of cost classifications, the allo- 
cation of costs, and rate structures. I was also responsible 
for the preparation of reports and recommendations to 
the Commission on the filings made by natural gas and 
electric public utility companies. I have taken part in nu- 
merous conferences attempting to effect the settlement of 
rate cases by agreement among affected and interested 
parties. 

In the early part of the year 1954 with the concurrence 
of the Commission, I acted in a consulting capacity to the 
Department of Public Utilities of Oberlin, Ohio relative 
to problems confronting the municipality in overhauling 
its retail utility rates. Later during that year, as part of 
processing a change in interstate rate schedule, I assisted 
the U. S. Air Force in utility rate problems at its large 
air base near Dover, Delaware, and in connection with 
that matter, testified before the Delaware Public Utilities 
Commission. 
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During the past 18 months, I have spent all of my time 
ou pipeline company rate cases. My duties involved analy- 
sis of operations, costs, rates, and the preparation of ex- 
hibits relating thereto. Among the companies included in 
these assignments were Colorado Interstate Gas Company, 
Texas Gas Transmission Corporation, Natural Gas Pipe- 
line Company of 
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America, Kansas Colorado Utilities Company, Tennessee 
Gas Transmission Company, and the Southern Natural Gas 
Company. During this period I testified before the Fed- 
eral Power Commission in the Colorado Interstate Gas 
Company rate case on matters concerning rate levels and 
tariff changes. 

Q. Have you made an examination of the record in 
Docket No. G-15394 including the accounting and engi- 
neering exhibits and the terms and conditions for the pro- 
posed sale of gas to Consumers Power Company? A. Yes, 
I have. 

Q. Have you given particular attention and study to 
the matter of costing and pricing the gas for this proposed 
sale, and the incremental method utilized by the company? 
A. Yes. 

Q. Has your study of the conditions under which the 
proposed sale is to be made, and of Trunkline’s incremental 
costing method, caused you to form any conclusions and 
to make any recommendations upon such costing method? 
A. Yes, based on my studies, it is my opinion that there 
are other, more reasonable costing methods, which may 
be used as the basis for pricing the gas for this new sale 
to Consumers. 

Q. I invite your attention to Exhibit 46, consisting of 
32 pages bearing on its cover the following caption: 
‘‘Trunkline 
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Gas Company Docket No. G-15394 Cost of Service, Allo- 
cation Thereof, and Rates on Various Methods, for Pro- 
posed Sale of Gas To Consumers Power Company Year 
1962.’? Was this exhibit prepared by you or under your 
direction? A. Yes, it was, 

Q. In general, what is the purpose of this exhibit? A. 
The purpose of this exhibit is to place in the record the 
results produced by other costing methods, and rates re- 
flecting those results, which I believe are pertinent to the 
matter and will be of assistance to the Commission. 

Q. What are these other methods? A. There are three 
basic cost methods included in my exhibit. These are re- 
ferred to as Methods Nos. 1, 2, and 3, and designated as 
Schedules Nos. 1, 2, and 3, respectively, to the exhibit. 
Under Method No. 1, unit costs are computed on a Sys- 
tem-Wide basis (often referred to as the “Seaboard Meth- 
od’’) based on Trunkline’s entire facilities up to Bourbon- 
Tuscola. To these costs are added those costs which are 
assigned on a direct basis for the new facilities north of 
Bourbon-Tuscola and extending up to the Indiana-Michi- 
gan state line. Method No. 2 represents the demand-mile 
and commodity-mile allocation method, with two zones es- 
tablished. Zone 1 is Trunkline’s entire system up to Bour- 
bon-Tuscola and Zone 2 is its new facilities north of that 
point. Method No. 3 is the System-Wide allocation 
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method applied to Trunkline’s entire system up to the 
Indiana-Michigan state line. As a variation of the third 
method, computations were made, identified as Method 3A, 
whereby the system is zoned into two areas, with the unit 
costs produced by Method 3 adjusted to reflect the rate 
differentials prescribed by the Commission in Opinion No. 
269 for the Central and Eastern rate zones of Panhandle 
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Eastern Pipe Line Company. The year 1962 was used as 
the test year in each of the three methods. 

Q. What is Schedule A of your exhibit? A. Schedule 
A is a one page tabulation of rates reflecting each of the 
various cost methods and the annual revenues which each 
of the rates would produce. The differences in revenues 
under the various rates are tabulated at the bottom of the 
page. 

Q. What is Schedule B of your exhibit? A. Schedule B 
contains the basic data and computations necessary for 
the derivation of Trunkline’s estimated total Purchased 
Gas Expense for the test year 1962. The resulting dollar 
figure is used in each of the three cost methods. 

Q. What is Schedule No. + and why did you prepare it? 
A. Schedule No. 4 is merely a revision of the company’s 
incremental costing method to reflect a decrease in the rate 
of return for 614% to 6.0%. The calculations of these 
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revised costs, and the rate based thereon is listed in Sched- 
ule A of the exhibit, were made purely for the purpose of 
illustration only and are not to be construed as an indi- 
cation of sponsorship on my part of the company’s incre- 
mental method. 

Q. Please describe Schedule No. 5. A. This schedule 
shows the unit costs, based on estimated volume of gas to 
be sold in 1962, of various items of operating expenses and 
fixed charges related to the new facilities, the existing 
facilities, and the total system facilities. 


° * * * ° * ° * 


1619 
Louis Zanoff, 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 
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Direct Examination 
By Mr. Perdue: 


* * * * * * * * * 


Q. Will you describe the results of your examination 
and the conclusions that you have made based upon such 
examinations and study of those exhibits. A. Exhibit No. 
21 constitutes rate schedules and form of service agree- 
ment which Trunkline proposes to make effective for the 
services for which a certificate is requested in this docu- 
ment. Exhibit No. 28 contains a service agreement between 
Trunkline and Consumers Power Company, dated June 
25, 1958, prepared on the basis of the form of service 
agreement shown in Exhibit 21, 

The composition and contents of the rate schedules, the 
form of service agreement, and the executed service agree- 
ment depart from the requirements of the Commission’s 
tariff and service agreement regulations and accepted prac- 
tices. I shall discuss these deviations seriatim. 

Presiding Examiner: Can you raise your voice just a bit 
Mr. Zanoff? 

The Witness: Yes, sir. 

In Rate Schedule P-2, the phrase in the title of the sched- 
ule reading ‘‘Service to Consumers Power Company”’ is 
inconsistent with this requirement of the Regulations. 


1623 


In sections of the same rate schedule designated as avail- 
ability, that section of the rate schedule is inconsistent 
with the requirements of the regulations and with the 
accepted definition in that it includes the period during 
which the rate is proposed to be effective, that is, the period 
in terms of years during which the rate is to be effective. 

The reference in the availability clause to a specific cus- 
tomer, that is, Consumers Power Company, is likewise in- 
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consistent with the practices of the Commission, except 
under extraordinary circumstances where the service con- 
ditions are such that it is necessary to limit the avail- 
ability of the schedule to a particular customer. 

It does not appear that such limitations is necessary in 
this instance since the geographic description is sufficiently 
limited. 


1624 


The lower right-hand corner of the tariff sheets in Ex- 
hibit 21 contains the following statement: ‘‘Effective Octo- 
ber 1, 1959 through September 30, 1962.’’ Here again ac- 
cepted tariff practices do not permit or contemplate the 
statement of the period of effectiveness of the tariff sheet. 
Specifically the regulations in Section 154.33 (d) (4) pro- 
vide ‘‘Effective Date.’’ On the right below the lower mar- 
ginal ruling shall be placed ‘‘Effective’’ followed by the 
specific date indicated by the company. It is clear that the 
Regulations contemplate the insertion of the single, specific 
date on which the tariff sheet is to become effective and 
to continue in effect thereafter until it is superseded pur- 
suant to the Natural Gas Act and the regulations there- 
under. 

In Rate Schedule R-2, the title unnecessarily and im- 
properly includes a reference to the Consumers Power 
Company. The availability provision also contains a ref- 
erence to the 

1625 


Consumers Power Company and the comment which I made 
with respect to that item as contained in Rate Schedule P-2 
equally applies here. 

Section 8 of Rate Schedule P-2 regarding general terms 
and conditions is inconsistent with the Commission’s reg- 
ulations. 


129 
(1798) 


Section 154.38 (g) of the regulations provides that the 
paragraph in the rate schedule with respect to general 
terms and conditions shall list the general terms and con- 
ditions which apply to the particular rate schedule. Thus, 
the first phrase of the second sentence of Section 8 of this 
rate schedule would properly belong in Section 14 of the 
general terms and conditions of Trunkline’s tariff. The 
inclusion of the second phrase of that sentence, that is, 
the words ‘‘the rate schedule may be terminated by seller 
at any time”’’ has no precedent in the Commission’s prac- 
tices and definitely should not be permitted here. Such 
phrase merely states a right which the company has sub- 
ject to any control that exists because of the Natural Gas 
Act and Regulations thereunder. 


William J. Drescher, 


resumed the stand and, having been previously duly sworn, 
was examined and testified as follows: 


1797 
Cross-Examination 
By Mr. Littman: 


Q. How much gas will be served—how much gas does 
Trunkline propose to serve to its existing customers out 
of this project? 


1798 


The Witness: There are two elements to be considered 
here. The first is the amount of gas which can be pur- 
chased or will be produced and can be purchased over and 
above the amounts which the Consumers Power Company 
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will buy. I think that the record is clear that there will 
be additional quantities of gas available under these con- 
tracts which are included in Exhibits 9 and 10. And that 
additional quantity of gas can and will be made available 
to the existing customers. 

And the second element was that during the first two 
years of the term of the contract with the buyer, consum- 
ers, there is a difference between the amount of gas that 
the buyer will take and the capacity of the facilities. 

In other words, during the first year the buyer agrees 
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to take 100,000 Mcf. The capacity of the facilities are 
fully more than 100,000. The difference will be made avail- 
able—35,000 will be made available to the existing eus- 
tomers. Or can be made available. 


1818 


Presiding Examiner: Should the Commission adopt one 
of these three methods that are covered by your report 
which one 

1819 


would you recommend that it adopt. Is that your question? 
Mr. Littman: That is it. 
The Witness: It is my personal opinion that Method No. 
1 would produce the most reasonable results in this case. 
Mr. Littman: And you are recommending that to the 
Commission? 
The Witness: I am recommending all three, as I said 
before, for the consideration of the Commission. 


° s * * ° * * ° 


1860 


Q. Now, why have you not submitted, in this proceeding, 
a comparison, either for Trunkline’s cost of service or for 
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the staff’s cost of service, showing the amount of the addi- 
tional costs which the existing customers will have to pay 
under the Staff Methods 1, 2, 3, and 3-A, as compared with 
what they would pay if the company’s method were 
adopted? A. Why haven’t I done so? 
Q. Yes. 
1861 


A. Perhaps I was waiting for you to ask the question. 
I believe I figured that someplace or other. 

Q. Well, have you done it or haven’t you done it? Have 
you made such a comparison? <A. Yes, I did. 

Q. Now, let’s get this straight. You have used which 
cost of service there? The staff’s cost of service on both 
or the company’s cost of service on both? A. The effect 
of Method No. 1 on existing customers as compared to the 
results which would be obtained if you used the rates which 
are on Schedule A, Item 2—that is the company’s incre- 


mental method, with a six per cent rate of return, the 
effect upon the other customers would be an increase of 
$2,369,000, or 1.8 cents, in round numbers. Under Method 


——— 


Q. Now, let me get this straight. Using the staff’s cost 
of service, in both cases, applying the Staff’s Method 1, 
as compared with the company’s method—— A. On a six 
per cent return. 

Q. Using a six per cent return? A. Right. 

Q. The application for the adoption of your Method 1 
would result in the existing consumers paying some $2,300,- 
000 more per year for the gas? A. That is right. 

Q. For the gas they are now getting? 


1862 


A. The gas they are now getting and the additional 
benefits they will derive when and if the project is com- 
pleted. 
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Q. Proceed now with your Method 2. A. Method 2 would 
result in an increase to existing customers of $3,098,000, 
or 2.36 cents per Mef. 

Q. Now, that also reflects a rounding out of the rate, 
does it not? A. Yes, a slight rounding. 

Q. Proceed, please. A. Method 3-A is $3,165,000, or 2.4 
cents. 

Q. I think you slipped a cog. You went down to 3-A. 
Would you mind going to 3 first? A. I didn’t figure 3 
because I didn’t think that 3 would be—— 

Q. Because it was higher than 3-A, or any of the others? 
A. I beg your pardon? 

Q. Well, let’s have the 3-A now, please. A. The 3-A is 
$3,165,000. 

Q. In other words, the adoption of Method 3-A would 
cost the existing customers $3,165,000 per year more for 
the gas that they are now getting, if your Method 3-A is 
adopted, is that it? A. Well, for the gas, and, as I said 


before, and for the additional benefits, yes. 
Q. Well, for whatever benefits they get? 


1863 


A. Right. 

Presiding Examiner: Well, what does the increase to 
existing customers amount to on a per Mef basis? 

Mr. Perdue: That assumes a rate filing by Panhandle, 
doesn’t it? 

The Witness: Yes. I don’t want to be misunderstood 
here in prejudging what the action the staff and the Com- 
mission will take in the pending certificate proceeding in 
Docket G-12884, in Trunkline. 

Presiding Examiner: I don’t know anything about that, 
Mr. Drescher. But in mentioning the increase on a Meth- 
od 1, you said the increase would be 1.8 cents. And Meth- 
od 2 is 2.36 cents. 

And, what is it under 3-A? 
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The Witness: 2.41 cents. 
Presiding Examiner: That is what I wanted to know. 
By Mr. Littman: 

Q. Now, let’s go to Staff Method 3. What impact would 
that have on the existing customers? A. Well, actually, I 
didn’t figure that, but you would add another $950,000 to 
the $3,165,000. 

Q. That would get you over $4 million, wouldn’t it? 
A. Yes, sir. I didn’t figure the cents per Mef on that basis. 

Q. Well, roughly, it would be in the neighborhood of 
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$4 million more additional cost to the existing customers 
for the gas which they are now receiving? A. That is right. 

Q. Now, have you made a similar 

Mr. Perdue: Have you finished your answer to the last 
question? 

The Witness: I was going to add the statement I made 
twice before—and the additional benefits. 


ad * « *. * * * 
1881 


Q. Now, confining your answer—and I am certainly con- 
fining my question to the year 1962, when this project hits 
its stride, and is running at full capacity, and when Con- 
sumers Power is getting all the gas under this proposal— 
will you now tell us what benefits are conferred by this 
project on existing customers? A. The fact that there are 
additional locations at which Trunkline can purchase its 
gas supply, and the fact that those locations are coordi- 
nated and integrated with the transportation facilities and 
other points of purchase of Trunkline will be a benefit to 
the existing customers. The fact that the new facilities 
up to Tuscola loop and augment the existing facilities will 
mean a strengthening of the system, increasing the flexi- 
bility and coordination of service, and the reliability of 
service. 
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Q. Anything else? A. I think that is all. 

Q. Let it not be said I didn’t give you full opportunity 
to tell us all about the benefits. 

Just apropos of your earlier statement, you didn’t recall 
any particular place where the precise capacity was spelled 
out—I have before me page 3 of the prepared testimony 
of Mr. Mast. I don’t have it keyed into the transcript at 
the moment. But it is early in Mr. Mast’s testimony. He 
said ‘‘Exhibit 2 is a flow diagram showing winter daily 
design capacity and reflecting operations of Trunkline’s 
system with the proposed facilities added. This flow dia- 
gram shows how the facilities, authorized and proposed, 
will be utilized to provide Trunkline’s presently authorized 
service and the sale to Consumers proposed herein. The 
proposed facilities increase 'Trunkline’s designed capacity 
from 375,000 Mef per day, previously authorized, to 510,000 
Mef per day. The increase of 135,000 Mef per day is the 
volume of gas proposed to be sold to Consumers Power 
Company.’’ Do you recall that testimony now? A. Yes, 
sir. 

1883 
By Mrs. Gordon: 


Q. Mr. Drescher, you have repeatedly discussed the 
benefits to existing customers of Trunkline, and just a few 
moments ago, you enumerated two, which I jotted down. 
And I would like to have you correct me if my understand- 
ing is wrong on this. 

You say the existing customers will benefit by additional 
locations where gas supply can be purchased. In other 
words, do you mean that through these new gathering lines, 
or purchase lines, that Trunkline is putting in, it would 
mean that existing customers maybe some day might be 
able to have some more gas purchased for them? A. Well, 
there is something to that, yes. Partially that, and par- 
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tially that if the existing gas supply points are reduced, 
due to depletion of supply, various gas wells involved, the 
new facilities, gathering and gas purchases, will provide 
ameans of augmenting the dwindling supply. And in case 
of any outage on the gathering system of the existing 
supply, they can make use of the additional points at which 
gas will be purchased and system of gathering that gas. 


- ” * * * * * * - 
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Q. Very well, Mr. Drescher, we will drop that as your 
first reason, the increased gathering facilities. 
Now, you give as a second benefit the strengthening 
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of the system, flexibility and reliability of service. 

Does your second reason encompass your first reason? 
A. No, it is in addition. 

Q. Well, in view of your answer to my recent cross- 
examination—you said that the increased gathering system 
strengthened the reliability of service? A. Well, in that 
regard, yes, it does. It is along the same line. 

When you loop a portion of your facilities, there is a 
strengthening of the system and the improvement of the 
reliability of service. 

Q. As I understand the application with which we are 
concerned here, 135,000 Mef is the design capacity of the 
new facilities. That, under the proposal of Trunkline and 
Consumers, will be utilized by the sale to Consumers. 

Can you tell me, under those circumstances, wherein the 
reliability of service is going to be increased to other cus- 
tomers existing customers? A. Well, if you lose a portion 
of the main trunk line and you have got a loop built in 
around that area, you are able to get through to the extent 
of the capacity in the loop and to the extent that you can 
overload the pipeline capacity in the loop you are a lot 
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better off than losing the system entirely so that none of 
your customers upstream or north of that area can get any 
gas because there is a major break 


1888 
in the system. That to me is worth considerable. 


. s * * * * * * ° 
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Q. Mr. Drescher, does the $6 million adjustment to the 
cost of purchased gas arise solely from the triggered esca- 
lations? 

Presiding Examiner: You mean what he believes will 
be the triggered escalations. 

Mrs. Gordon: Well, he said he adjusted the cost of pur- 
chased gas by $6 million. 

The Witness: Yes. It is due to favored nations clauses 
being triggered and redetermination clauses being imple- 
mented, particularly in Railroad District No. 4, within 
those two categories producing the additional $6 million. 


By Mrs. Gordon: 


Q. Have you in any way related the costs allocated to 
the existing customers to the benefits derived therefrom? 

Mr. Perdue: I object, repetitious. 

Mrs. Gordon: That calls just for a yes or no answer, 
Mr. Perdue. 

Presiding Examiner: Objection overruled. 

The Witness: I made no analysis to determine—that is, 
if it were possible to evaluate in dollars these benefits which 
I enumerated—whether or not that figure, that is, assum- 
ing 

1910 
I could make the figure, would be equal to the additional 
dollars of cost which would be transferred to the existing 
customers under methods 1, 2 and 3. 


(1924) 


By Mrs. Gordon: 


Q. I believe you have stated that you thought additional 
supplies would be available to existing customers. 

Have you in any way related the costs of gas to any 
amounts that might be available? 

Mr. Perdue: I object to that question, sir. 

Mrs. Gordon: Mr. Examiner, what I am trying to get 
at—and J may be clumsy in the way I question the witness. 
However, it would appear from Exhibit No. 46 that the 
unit cost for the small amounts of gas that might be avail- 
able to Trunkline customers would be disproportionate to 
the unit cost of gas for the large amount that would be 
available to Consumers. 

Mr. Perdue: Well, that is argumentative, sir. That is 
fit for a brief. 

Mrs. Gordon: I am asking the witness if he related 
these elements in any way. 

Presiding Examiner: Did you, Mr. Drescher? 

The Witness: I don’t think that you can take just the 
additional quantities of gas. . 

Presiding Examiner: Does that mean that you didn’t do 
what is inquired about? 

1911 

The Witness: No, I didn’t. 

Presiding Examiner: You did not do that? 

The Witness: I didn’t. 

° ° . s s * * 


1924 
By Mr. Flax: 


Q. Mr. Drescher, you have made certain statements as 
to benefits which would accrue to existing customers from 
the construction of these additional facilities. Are there 
any detriments that would acerve to existing customers on 
construction of these facilities that you could state? A. I 
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think I have answered that question because in response 
to a question by Mrs. Gordon, I said I could not make an 
evaluation in dollars of the benefits. Therefore, I could 
not associate the dollar amount of benefits with the dollar 
increases which would accrue to the existing customers 
under the various methods. I can’t answer it. 

Mr. Flax: I don’t think that is responsive, Mr. Exam- 
iner. I didn’t ask for any dollar amount of benefits. I 
asked him if there were any detriments. 

I ask that the answer be stricken. 

The Witness: By detriments, I assume that you are 
referring to dollar penalties, as it were. 


By Mr. Flax: 


Q. No, I was not, Mr. Drescher. 

Presiding Examiner: Well, can you think of any kind 
of a detriment? 

The Witness: Other than the possibility that there may 


he additional dollars to be paid by the existing customers, 
Tenn 
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think of none. 
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COST OF FACILITIES 
SUMMARY 
PAGE NO. DESCRIPTION COST 
2-11 Pipeline Projects $ 74,253,000 
12-16 Compressor Station Projects 705,000 
17 Miscellaneous Projects 397,000 
18 Tools & Work Equipment 300, 000 


SUBTOTAL $ 75,655,000 


Contingencies @ 4% 3, 026, 000 


SUBTOTAL $ 78,681,000 


Sales & Use Tax @ 1 1/2% 1,180,000 


SUBTOTAL $ 79,861,000 
Interest during construction @ 2% 1,597,000 


TOTAL COST OF FACILITIES $ 81,458,000 
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I. PIPELINE PROJECTS - COST SUMMARY 
Main Line Loop, Illinois $ 10, 804, 000 
Main Line Loop, Tennessee & Kentucky 11, 683, 000 
Main Line Loop, Mississippi & Arkansas 11, 026, 000 
Main Line Loop, Louisiana 11, 329, 000 
Main Line Loop, Texas 3, 229, 000 
Sales Line, Dlinois & Indiana 15, 677, 000 
Supply Lines, Louisiana 5, 040, 000 
Supply Lines, Louisiana 2,797, 000 
Supply Lines, Texas 2, 668, 000 


PIPELINE PROJECTS TOTAL $ 74, 253, 000 


Trunkline Gas Company 2520 
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i Page 3° of 18 
MAIN LINE LOOP, ILLINOIS, 112.7 MILES 30" 0.D,. 
PROJECT A * 
Unit No, 


Description Units Cost Units 


A. Rights of Way (‘s) (8) 


Right of Way and Costs of 
Acquisition Rod 2.38 36, 077 85, 900 


Damages Rod 8.47 36, 077 305, 600 


SUBTOTAL RIGHTS OF WAY 391, 500 
B. Pipeline Material 
Pipe, API 5LX-52 30" x 
.361"; 112.7 miles @ 
301.5 tons per mile Tons 192.90 
Main line block valve setting Each 6,376.00 
Crossover setting Each 16, 624.00 


Coating material including 
primer, enamel, glass, felt Ft. 0.609 


Station 112 yard piping and valves Lump Sum 
Miscellaneous Material Lump Sum 
SUBTOTAL MATERIAL 

Contract Equipment & Labor 

112.7 miles of 30" O.D. pipe 

including clearing, grading, 

ditching, welding, laying, 

backfilling, road crossings, 


valve and crossover settings 


and all other operations. Fr. 4.732 595,267 2, 816, 800 


SUBTOTAL INSTALLATION 2, 816, 800 


Mi, 140.00 15, 800 
Engineering & Inspection Lamp Sum 236, 000 
SUBTOTAL ENGINEERING 251, 800 


TOTAL $ 10,804, 000 
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MAIN LINE LOOP, TENNESSEE AND KENTUCKY, 117.4 MILES 30" 0. D. 


PROJECT B 
Unit 
Cost 


Units 
($) 


Description 


A. Rights of Way 
Right of Way and Costs of 


Acquisition Rod 2.362 


Damages Rod 6.589 


No. 


Unite 


37,578 


37,578 


SUBTOTAL RIGHTS OF WAY 


Pipeline Material 
Pipe, API 5LX-52 30" x 
0.361; 117.4 miles @ 
301.5 tons per mile 


Tons 192.54 


Main line block valve setting Each 6,376.00 


Crossover setting Each 16,624.00 
Coating material including 
primer, enamel, glass, felt Ft. 0.618 


Station yard piping and valves Lump Sum 


Miscellaneous Material Lump Sum 


SUBTOTAL MATERIAL 


Contract Equipment & Labor 
117.4 miles of 30" O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 


and all other operations. Ft. 4.810 


36, 347 
12 


12 


620, 030 


620, 030 


SUBTOTAL INSTALLATION 


Engineering 


Surveying Mi. 140,00 


Engineering & Inspection Lump Sum 


117.4 


SUBTOTAL ENGINEERING 


TOTAL 


Total 
cs) 

88, 800 
247, 600_ 


336, 400 


6, 998, 300 
76, 500 


199, 500 


383, 200 


59, 000 


383, 500 


8, 100, 000 


2, 982, 300 


2, 982, 300 


16, 400 


247, 900 


264, 300 


$ 11, 683, 000 
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MAIN LINE LOOP, ARKANSAS AND MISSISSIPPI, 118.9 MILES 30" O.D. 
PROJECT C 
Unit No. 


Description Units Cost Units Total 


A. Rights of Way (s) B 


Right of Way and Costs of 

Acquisition Rod 2.331 38,051 88,700 

Damages Rod 6.837 38,051 260, 200 
SUBTOTAL RIGHTS OF WAY 348, 900 

B. Pipeline Material 

Pipe, API 5LX-52 30" x 

0.361; 118.9 miles @ 

301.5 tons per mile Tons 192.85 36,220 6,985,000 

Main line block valve setting Each 6,376.00 11 70,100 

Crossover setting Each 16, 624,00 ll 182, 900 


Coating material including 
primer, enamel, glass, felt Ft. 0. 608 627, 845 381,700 


Station 75 yard piping and 
valves Lump Sum 59,000 


Miscellaneous Material Lump Sum 99, 800 


SUBTOTAL MATERIAL 7,778,500 


Contract Equipment & Labor 
118.9 miles of 30" O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 
and all other operations. Fr. 4.196 627,845 2,634,400 


SUBTOTAL INSTALLATION 2, 634, 400 


Engineering 
Surveying Mi. 140.00 118.9 16, 600 


Engineering & Inspection Lump Sum 247, 600 
SUBTOTAL ENGINEERING 264, 200 


TOTAL $ 11,026, 000 
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MAIN LINE LOOP, LOUISIANA, 114.8 MILES 30" 0. D. 
PROJECT D 
Unit 


Description Units Cost Total 


($) 
A. Rights of Way (9) 
Right of Way and Coste of 


Acquisition Rod 2.392 36,730 87, 900 

Damages Rod 6.811 36,730 250, 200 
SUBTOTAL RIGHTS OF WAY 338,100 

Pipeline Material 

Pipe, API 5LX-52 30" x 

0.361"; 114.8 miles @ 

301.5 tons per mile Tons 192.79 6, 782, 400 

Main line block valve setting Each 6,376.00 10 63, 800 

Crossover setting Each 16, 624.00 10 166, 200 


Coating material including 
primer, enamel, glass, felt F. 0.619 606, 038 375,200 


Station 57 yard piping and 
valves Lamp Sum 60, 000 


Miscellaneous Material Lump Sum 259, 100 
SUBTOTAL MATERIAL 7, 706, 700 


Contract Equipment & Labor 
114.8 miles of 30" O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 
and all other operations. Fr. 4.995 606,038 3,027,200 


SUBTOTAL INSTALLATION 3, 027, 200 


Engineering 
Surveying Mi, 140.00 114.8 16,100 


Engineering & Inspection Lump Sum 240, 900 


ENGINEERING SUBTOTAL 257,000 
TOTAL $ 11,329, 000 


Description 


Rights of Wa 
Right of Way and Costs of 
Acquisition 


Damages 


Pipeline Material 
Pipe, API 5LX-52 24" x 


0.281"; 44.5 miles @ 
188.1 tons per mile 


Main line block valve setting 
Crossover setting 


Coating material including 
primer, enamel, glass, felt 


Miscellaneous Material 


Contract Equipment & Labor 
44.5 miles of 24" O.D. pipe 


including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 
and all other operations. 


Engineering 


Surveying 


Engineering & Inspection 
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Unit 
Cost 


6) 


Units 
2.00 14, 240 


Rod 6.00 14,240 


SUBTOTAL RIGHTS OF WAY 


Tons 199.72 


Each 5,170.00 


Each 17,330.00 


Fr. 0.5095 234,960 
Lump Sum 


SUBTOTAL MATERIAL 


Ft. 3.864 234, 960 


SUBTOTAL INSTALLATION 


Mi. 140.00 
Lump Sum 
SUBTOTAL ENGINEERING 


PROJECT TOTAL 


Total 
6) 
28,500 
85, 400 


113, 900 


1, 826, 800 
25, 800 


86,700 


119, 700 
40, 400 


2,099, 400 


907, 900 


907, 900 


6, 200 


101, 600 


107, 800 


$ 3,229,000 
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SALES LINE, ILLINOIS AND INDIANA, 204 MILES 26" 0.D. 
PROJECT F 
Unit 
Description Units Cost 


; ($) ($) 
A. Rights of Way 


Right of Way and Costs of 

Acquisition Rod 2.40 65,280 156, 700 

Damages Rod 10.60 65,280 692, 000 
SUBTOTAL RIGHTS OF WAY 848, 700 

Pipeline Material 

Pipe, API 5LX-52 26" x 

0.3125; 204 miles @ 

226.3 tons per mile Tons 191.76 47,654 9,138,100 

Main line block valve setting Each 13,000.00 20 260, 000 

Crossover setting Each 11,500.00 1 11,500 


Coating material including 
primer, enamel, glass, felt F. 0.52 1,077,120 560,100 


Miscellaneous Material Lump Sum 131, 500 


SUBTOTAL MATERIAL 10,101,200 § 


Contract Equipment & Labor 
204 miles of 26" O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 


and all other operations. Ft. 3.974 1,077,120 4,280,500 
a) 


SUBTOTAL INSTALLATION 4,280, 500 


Engineering 
Surveying Mi, 140.00 28, 600 


Engineering & Inspection Lump Sum 418,000 
SUBTOTAL ENGINEERING 446, 600 2; 


TOTAL $ 15,677,000 
eis ed Btn 
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GATHERING LINES, VERMILION PH., LOUISIANA, 32.7 MILES OF 20" O, D., 
31.6 MILES OF 16" 0. D. & 8.9 MILES OTHER 
PROJECT G 
Unit No. 
Description Units Cost Units Total 


6) 6) 
A. Rights of Way 
Right of Way and Acquisition Rod 2.00 18, 624 37,200 


Damages Rod 5.00 18, 624 93,100 


SUBTOTAL RIGHTS OF WAY 130, 300 


B. Pipeline Material 
Pipe, API 5LX52, 20" x 
0.250" and 16" x 0,375"; 
32.7 Mi. and 31.6 Mi. @ 
139.3 and 165.2 tons per 
Mile Tons 201.19 2,037,200 


Block valve settings Each 9,500.00 47,500 
Coating material complete Ft. 0.405 137,500 
Miscellaneous Material Lump Sum 94, 700 
SUBTOTAL MATERIAL 2, 316, 900 
Contract ent & Labor 
32.7 miles of 20" O.D. pipe 
and 31.6 miles of 16" pipe 
including clearing, ditching, 
welding, laying, backfilling, 
and all other operations. Ft. 6,006 339,504 2,039,100 
SUBTOTAL INSTALLATION 2,039,100 
Other gathering lines of various 
size including material, coating 
and construction Lump Sum 328, 800 
SUBTOTAL OTHER GATHERING 
LINES 328, 800 
Enginee b 
‘Sarveying Mi, 430. 32 73.2 31, 500 
Engineering & Inspection Lamp Sum 193, 400 
SUBTOTAL ENGINEERING 224, 900 


TOTAL $ 5,040,000 
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GATHERING LINE, CAMERON PH., LOUISIANA, 34.0 MILES 12 3/4" O.D. 
PROJECT H 
Unit No. 
Description Units Cost Units Total 
¢) 6) 
Rights of Way 
Right of Way and Costs of 
Acquisition Rod 2.00 7,776 15,600 


Damages ‘Rod 4.00 7,776 31,100 » 


SUBTOTAL RIGHTS OF WAY 46,700 


Pipeline Material 
Pipe, API 5LX-46 12 3/4" 
x 0,375"; 34.0 miles @ 
130.8 tons per mile Tons 211.40 1,042, 400 


Gathering line block valve setting Each 5,250.00 21,000 


Coating material including 
primer, enamel, glass, felt Ft. 0.642 179,520 115, 300 


Miscellaneous Material Lamp Sum 38,500 
SUBTOTAL MATERIAL 1,217,200 


Contract Equipment & Labor 
34.0 miles of 12 3/4" O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve settings and all other 
operations. Ft. 7.745 179,520 1,390, 400_ 
A 


SUBTOTAL INSTALLATION 1, 390, 400 


Engineering 
Surveying Mi. 768.94 34.0 26,100 4 


Engineering & Inspection Lamp Sum 116, 600 
SUBTOTAL ENGINEERING 142,700 ¢ 


TOTAL 2,797,000 
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GATHERING LINES, TEXAS, 44.7 MILES 14" 0.D, AND 31.6 MILES OTHER 


PROJECT I 
Unit No. 
Description Units Cost Units 
($) 
A, Rights of Way 
Right of Way and Costs of 
Acquisition Rod 2.30 14,304 


Damages Rod 7.20 14,304 
SUBTOTAL RIGHTS OF WAY 
B. Pipeline Material 
Pipe, API 5LX42 14" x 


0.250"; 44.7 miles @ 
96.9 tons per mile Tons 222.23 4,439 


Main line block valve setting Each 5, 300.00 3 


Coating material including 
primer, enamel, glass, felt Fr. 0.176 236,016 


Miscellaneous Material Lump Sum 
SUBTOTAL MATERIAL 


Contract Equipment & Labor 
44.7 miles of 14""O.D. pipe 
including clearing, grading, 
ditching, welding, laying, 
backfilling, road crossings, 
valve and crossover settings 
and all other operations. Fe 2.17 236,016 


SUBTOTAL INSTALLATION 
Other gathering lines of various 
size including material, coating, 
and construction, Lump Sum 


SUBTOTAL OTHER GATHERING 


Engineering 
Surveying Mi. 140.00 76.3 


Engineering & Inspection Lump Sum 


SUBTOTAL ENGINEERING 


Total 
($) 

32, 900 
103, 000 


135, 900 


986, 500 


15, 900 


41,500 
116, 000 


1,159, 900 


512,200 


512, 200 


705, 100 


705, 100 


10, 700 
144,200 


154, 900 


TOTAL $ 2, 668, 000 
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Il. COMPRESSOR STATION PROJECTS - COST SUMMARY 


A Engine Addition, 3000 HP, Station #48 $ 682,000 
B Scrubber Modification, Station #66 23,000 


COMPRESSOR STATION PROJECTS 
TOTAL $ 705,000 


{NKLINE GAS COMPANY 
SUMMsof AVAILABLE GAS VOLUMES 
CONVERTED a WATER VAPOR SATURATED BASIS 


(All Volumes at a Pressusase of 14.73 Psia and 60 Degrees Fahrenheit) 


Total Gas Available finor Contract 


Under Existing Contracts Addjns and Replacements System Requirements 
Daily Annual Dail Daily Annual 


wer (MMcf ) Met (wer) 


373,074 136,174 55 137,328 376,000 
135,264 5h6 146,778 401,200 
165,871 ALT 178,871 483,700 
165,398 398 184, 341 504, 000 
463,162 169,063 898 188,006 512,000 186,876 


462,581 168,851 398 187,794 512,000 186,876 
461,238 168, 369 187,312 512,000 186,876 
466,189 170,171 398 189,114 512,000 186,876 
461,971 168 ,626 187,569 512,000 186,876 
460,886 168,235 398 187,178 512,000 186,876 


1 
2 
3 
4 
) 
6 
T 
8 


oOv.oO 


465,702 169,992 188,564 512,000 186,876 
468,857 171,142 189,714 512,000 
472,581 172,499 191,071 512,000 
473,660 172,895 191,467 512,000 
461,800 168,572 187,144 512,000 


424,886 155,080 173,651 512,000 
374, 788 136,805 155,376 512,000 
328,731 119,996 $81 138,567 512,000 
281,819 102,867 121,438 512,000 
239,985 87,592 866 106,163 512,000 
3,073,462 - 3,417,446 3,634,245 
330,604 330,604 


3,404, 066 3,748,050 


TRUNKLINE GAS COMPANY 
SUMMARY of AVAILABLE GAS VOLUMES 


(All Volumes at a Pressure Base of 14.73 Psia and 60 Degrees Fahrenheit ) 


Total Gas Available Minor Contract 


Total Louisiana Under Existing Contracts Additions and Replacements 
Daily! Annual Daily Annual Daily Annual 


Mcf MMcf MMcf 
GB : G (3) 
87,705 32,009 133,817 369,715 
96,678 35,276 132,922 395,168 
164,960 60,204 162,999 481,560 


169, 095 61,718 162,535 496 , 265 
181,994 66,427 166,136 506,144 


180, 503 65,881 454,573 165,928 905,573 
178,513 65,163 453,253 165,454 504 , 253 
176,758 458,118 167,225 509,118 
176,013 960 453,973 165,707 504,973 
175,097 101,409 452,907 165,323 903,907 183,938 


174,730 103,268 457,640 167,049 507,640 185,299 
176,680 103 ,686 460,740 168,179 510,740 186,429 
176,100 64,280 105 ,233 464,400 169,513 514,400 187,763 
175,460 105,858 465,460 169,902 515,460 188,152 
176,120 101,366 453,805 165,654 503,805 183,904 


Line 
Number 
1 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
pal 
12 


167,150 91,396 417,530 152,395 467,530 170,645 
161,000 75,670 368, 300 134,437 418, 300 152,687 
154,330 61,579 323,040 117,919 373,040 136,169 
137,770 50,797 276,940 101,085 326,940 119,335 
119,940 42,300 235,830 86,075 285 ,830 104,325 


1,170,411 1,849,843 3,020, 254 3,358, 263 
140,124 184,757 324,881 324,881 
1,310,535 2,034,600 3,345,135 ; 3,683,164 
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Form of Service Agreement Original Sheet No. 28-B 
Fourth Revised Sheet No. 30 
Second Revised Sheet No. 33 
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TRUNKLINE GAS COMPANY 


Original Sheet No. 9-D 


RATE SCHEDULE P-2 
Service to Consumers Power Company 


1, Availability: This rate schedule is available, for a period terminating 
three years after October 1, 1959 to Consumers Power Company 
(hereinafter called Buyer) for the purchase of natural gas from Trunk- 
line Gas Company (hereinafter called Seller) at a delivery point on 
the Indiana -Michigan border near Vistula, Indiana, upon execution of 
an agreement for service under this rate schedule. 


2. Applicability and Character of Service: This rate schedule shall apply 


to all gas delivered by Seller to Buyer ona firm basis. Deliveries of 
gas hereunder, up to the Buyer's maximum daily contract quantity as 
specified in the executed agreement between Buyer and Seller, shall be 
firm and shall not be subject to curtailment or interruption except as 
provided in the General Terms and Conditions hereunder. 


Seller shall deliver to Buyer each day such quantities of gas as 
Buyer shall desire, which Seller may limit to Buyer's maximum daily 
contract quantity. Deliveries hereunder shall be made so as to meet 
the routine hour-to-hour dispatching requirements on Buyer's system, 
and when requested by Buyer, the rate of delivery to Buyer in any hour 
of the day will be varied in an amount equal to ten (10) per cent of the 
average hourly quantity being taken by Buyer during said day. Depar- 
tures from scheduled deliveries shall be balanced out as soon as practi- 
cable, 


3. Rate: For all gas delivered hereunder, the Buyer shall pay Seller each 
month an amount equal to the sum of the following amounts: 


Demand Charge: $3.57 per Mcf of Maximum Daily Contract Quantity 


Commodity Charge: 34¢ per Mef of natural gas delivered by Seller 
to Buyer during the billing month, 


Minimum Annual Bill: The minimum annual bill shall consist of the sum 
of the following amounts: 


The sum of the monthly demand charges for the year. 


A minimum volume charge equal to the product of 95% of the 
Maximum Daily Contract Quantity and 365 (366 in a leap year), 
multiplied by the Commodity Charge per Mcf set forth in the 
Rate specified above. 


Issued by: C. M. Allen 
Controller 
Issued on: Effective: October 1, 1959 
through 
September 30, 1962 
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RATE SCHEDULE P-2 
Service to Consumers Power Company 
(continued) 


Minimum Annual Bill: (continued) 
The minimum annual bill shall be computed for a year, consisting of 12 
months, beginning on October 1 and ending on the following September 30. 


Any additional amounts payable under this minimum bill provision shall 
be billed and paid with the billing and payment for the September billing 
month, 


5. Maximum Daily Contract Quantity: The Maximum Daily Contract Quan- 
tity shall be the maximum volume of natural gas which Seller shall be 
obligated to deliver to Buyer and which Buyer has the right to demand 
from Seller on any day, and shall be specified in the agreement executed 
between Seller and Buyer, 


6. Demand Charge and Minimum Bill Adjustments: If during one or more 


days Seller fails to deliver to Buyer the quantities of gas requested by 
Buyer on such day or days, up to the Maximum Daily Contract Quantity, 
then: 


(a) The demand charge for the billing month in which such day or 
days occur shall be reduced by an amount equal to the product 
of 11. 7¢ and the total aggregate number of Mcf of Seller's 
deficiencies in delivery on such day or days, and 


The minimum annual bill for the year in which such day or 
days occur shall be reduced by an amount equal to the product 
of 34¢ and the total aggregate number of Mef of Seller's de- 
ficiencies in delivery on such day or days, in addition to the 
reduction in demand charge provided by (a) above, 


7. Adjustment for Heating Value: Ih the event the arithmetic average total 


heating value of the gas delivered hereunder in any month is less than 
1000 British thermal units per cubic foot, the charge for such month 
otherwise payable under this rate schedule shall be decreased by 0. 022¢ 
per Mcf for each BTU hy which the average total heating value of the 
gas is less than 1000 BTU per cubic foot, 


8. Measurement Base: Refer to Section 30f the General Terms and Conditions. 


9. General Terms and Conditions: All of the General Terms and Condi- 
tions of this Tariff are a part of this rate schedule, except Section 1. 3 
insofar as it relates to the minimum annual bill. 


Issued by: C. M. Allen 
Controller 
Issued on: Effective: October 1, 1959 
through 
September 30, 1962 
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RATE SCHEDULE R-2 
Excess Gas Service to Consumers Power Company 
is (Interruptible) 


Availability: This rate schedule is available to Consumers Power Com- 
pany (hereinafter called Buyer) for the purchase of excess natural gas 
from Trunkline Gas Company (hereinafter called Seller) which Seller 
may have available from time to time at a delivery point on the Indiana - 
Michigan border near Vistula, Indiana, 


Applicability and Character of Service: This rate schedule shall apply 


to all excess gas delivered by Seller to Buyer. Deliveries of gas 
hereunder shall be made pursuant to advance operating arrangements 
between Seller and Buyer, and shall be subject to curtailment or inter- 
ruption at any time at Seller's discretion. 


Rate: 45.75¢ per Mcf. 


Minimum Bill; None. 


Determination of Deliveries: The volume of gas delivered by Seller to 
Buyer under this rate schedule on any day when gas is delivered here- 
under shail be equal to the volume of gas delivered by Seller to Buyer 
in excess of Buyer's purchases under Seller's firm rate schedule, 


Adjustment for Heating Value: In the event the arithmetic average total 
heating value of the gas delivered hereunder in any month is less than 
1000 British thermal units per cubic foot, the charge for such month 
otherwise payable under this rate schedule shall be decreased by 0. 022¢ 
per Mef for each BTU by which the average total heating value of the 
gas is less than 1000 BTU per cubic foot. 


Measurement Base: Refer to Section 3 of the General Terms and Con- 
ditions. 


General Terms and Conditions: All of the General Terms and Conditions 
of this Tariff are a part of this rate schedule, except Section 14. No 
service agreement shall be entered into for service under this rate sched- 
ule, and the rate schedule may be terminated by Seller at any time. 


Issued by: C. M. Alien 
Controlier 
Issued on: Effective: October 1, 1959 


5391 


Docket No. G-15394 


PRO-FORMA TARIFF SHEETS 
> a Exhibit 21 


TRUNKLINE GAS COMPANY 
FPC GAS TARIFF Second Revised Sheet No. 27 


Original Volume No. 1 Superseding First Revised Shect No. 27 


FORM OF SERVICE AGREEMENT 


(For Service Under Rate Schedule P-1 and P-2) 


This Agreement made and entered into on the day of 


—_—————— 


19__, by and between Trunkline Gas Company, a 
Delaware corporation (hereinafter called Seller) and 


a corporation (hereinafter called Buyer) 


a a, 


WITNESSETH that in consideration of the premises and the mutual 
agreements herein contained, the parties hereto mutually covenant and 
agree as follows: 

Article] - Gas to be Sold. 
Seller hereby agrees to sell and deliver to Buyer, and Buyer hereby 


agrees to buy and receive from Seller each day 


ON ce 
Issued by: C. M. Allen 
Controlier 
Issued on: Effective: October 1, 1959 
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(Applicable to Rate Schedule P-2) 


Article 2 - Delivery Point. 
The point of delivery from Seller to Buyer hereunder shall be at 


Article 3 - Rate Schedule. 

Natural gas shall be delivered and paid for hereunder in accordance 
with rate schedules prescribed from time to time by Seller showing the 
applicable rates and the classifications, practices and regulations affect- 
ing such rates. Deliveries hereunder shall be subject to the provisions of 
the applicable rate schedules and the General Terms and Conditions appli- 
cable thereto on file with the Federal Power Commission (or as the same 
may hereafter be amended or superseded as herein provided), all of which 
are, by reference, incorporated herein and made a part hereof. 

Buyer and Seller agree that the initial rate shall be a two part rate 
and shall be the rate shown on Seller's Rate Schedule P-2, a copy of which 


is attached hereto. Such rate shall remain in effect for a period terminat- 


Buyer hereby agrees that after the end of such 


period, Seller by giving Buyer 30 days' 


Issued by: C. M. Allen 
Controller 
Issued on: Effective: October 1, 1959 
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(Applicable to Rate Schedule P-2) 


Article 3 - Rate Schedule (cont'd, ) 


written notice may in its sole discretion prescribe the same or new rates 
or rate schedules and thereafter by giving like notice may in its sole dis- 


cretion from time to time prescribe new rates or rate schedules or 


changes of any nature in such rates or rate schedules as then prescribed 


or as subsequently prescribed or changed, Buyer further agrees that 
Seller may in its sole discretion from time to time by giving Buyer 30 

days' written notice prescribe changes of any nature in the general terrns 
and conditions as originally prescribed or. subsequently changed. Any 

such schedules and changes therein shall be filed with the Federal Power 
Commission and kept open in convenient form and place for public inspec - 
tion, Buyer shall have the right at any time to participate fully in any hear - 
ing held by the Federal Pc wer Commission reviewing any provision of any 
such schedule, or of any such General Terms and Conditions, and to take 
such other steps as it may desire with respect to any such provisions under 


the Natural Gas Act as amended or as it may hereafter be amended. 


Issued by: C. M. Allen 
Controller 
Issucd on: Effective: October 1, 1959 
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FPC GAS TARIFF 

Original Volume No, 1 
Article 4 - Pressure. 


Seller shall use due care and diligence to furnish gas at such uni- 


form pressure as Buyer may require, but shall not be obligated to deliver 


gas to Buyer at a pressure in excess of pounds per square inch 


gauge at the point of delivery. 
Article 5 - Notices. 

Except as herein otherwise provided, any notice, request, demand, 
etatement or bill provided for in this Agreement, or any notice which 
either party may desire to give to the other, shall be in writing and s hall 
be considered as duly delivered when mailed by registered mail to the Post 
Office address of either of the parties hereto, as the case may be, as 


follows: 


TRUNKLINE GAS COMPANY 
P. O. Box 1642 
Houston, Texas 


Buyer: 


or at such other address as either party shall designate by formal 
written notice, Routine communications, including monthly statements 
and payments, shall be considered as duly delivered when mailed by 


either registered or ordinary mail. 


Issued by: C. M, Allen 
Controller 
Issued on: Effective: October 1, 1959 
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Original Volume No. 1 reeding First Revised Sheet No. 33 
IN WITNESS WHEREOF, the parties hereto have caused this 
Agreement to be signed by their respective corporate officers thereunto 
duly authorized, and their respective corporate seals to be hereto affixed 
and attested by their respective Secretaries or Assistant Secretaries, 


effective as of the day and year first set forth above. 


TRUNKLINE GAS COMPANY 


By, 
(Title) 
(Corporate Seal) 


Attest: 


(Title) 


(Corporate Seal) 


Attest: 


Issued by: C. M, Allen 
Controller 
Effective: October 1, 1959 
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TRUNKLINE GAS COMPANY 


MARKET DATA 


Consumers Power Company 
(Based Upon Proposed Additional Gas Supplies) 
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Exhibit 23 
Page 7 of 8 


TRUNKLINE GAS COMPANY 


Market Data 


Basic Factors Used in Estimating Future Gas Requirements 


Consumers Power Company (Name of Purchaser) 


B 
Degree Day Deficiency 


Annual Load Factor of 
Purchaser 


Annual Load Factor of 
Purchaser 


Customer Classification 
Residential 
Space Heating 
Commercial and 
Industrial 


Residential 

Space Heating 

Commercial and 
Industrial 


Space Heating Sat. - % 


Space Heating Sat. - % 


Annual Peak Day 


Actual 
1955 1956 1957 


§c) (2) _{2) 
43.2 52.6 44.7 


Estimated 


1958 1959 1960 1961 1962 
42.3 38.9 39.3 40.5 40.9 


Estimated Annual Use 
Per Customer - Mcf 


958 1959 1960 1961 1962 
ST Bt 8. BB 339. 
218 218 220 220 222 
(No per customer factor used in computing 


estimates; annual increase of 2,500,000 based 
on growth trend for the classification) 


Estimated Peak Day Use 
Per Customer - Mcf 


120 “120 120 “120 
1.675 1.675 1.675 1.675 


Used 60% load factor 


-4 72.5 73. 


TRUNKLINE GAS COMPANY 


Market Data 
Miscellaneous Information as Provided in 
Subparagraphs (vi) and (viii) of Exhibit I 


Consumers Power Company (Name of Purchaser) 


(1) Will it be necessary for your company to build new facilities to provide 
service in the commnities to be served throughout your service area? 


Yes. 


If the answer is yes, describe such facilities and state the estimated cost 
thereof: 


Approximately 150 wells, Overisel and Northville Fields 
5400 horsepower compressor station - Northville Field 
5400 horsepower compressor station - Overisel Field 
26-inch pipeline, White Pigeon to Northville, 121 Miles 
2@k-inch pipeline, Northville to Clarkston, 20 Miles 
24-inch pipeline, Woodbury to Laingsburg, 40 Miles 


Total estimated cost of major construction projects 


In addition to the above-mentioned major construction 
projects, Consumers Power Company will carry on its continuous program 
of constructing additions and improvements to its distribution system and 
other gas properties. It is expected that expenditures for this purpose 
will be approximately $19,000,000 a year. 


Please state your company's franchise rights with respect to each community 
covered by this questionnaire. 


Consumers Power Company has franchises in substantially all of the commni- 
ties which it serves. 
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Trunkline Gas Company 
Docket No. G-15394 
Exhibit No. 28 


COPY OF LETTER AGREEMENT BETWEEN 
TRUNKLINE AND CONSUMERS POWER COMPANY 


The contract with Consumers Power Company consists 
of a Letter Agreement dated June 25, 1958 (eight pages) 
and a Service Agreement dated June 25, 1958 (six pages). 
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TRUNKLINE GAS COMPANY 
5650 KIRBY DRIVE 
P. 0. BOX 1642 
HOUSTON, TEXAS 


June 25, 1958 


Mr. Dan E. Karn, President 
Consumers Power Company 
212 Michigan Avenue, West 
Jackson, Michigan 


Dear Mr. Karn: 


We have previously executed a letter agreement dated 
January 27, 1958, relating to the sale by Trunkline Gas 
Company (Trunkline) to Consumers Power Company (Con- 
sumers) of 100,000 Mef of natural gas per day in the first 
year, increasing to 200,000 Mcf per day in the fifth year. 
Such sale of natural gas will involve the enlargement of 
our present pipe line system by looping it primarily with 
30” pipe from a point in the Gulf Coast area to Tuscola, 
Illinois, and the extension of our system by the construction 
of a 26” line from Auscola, Illinois, to a point on the Indi- 
ana-Michigan line. 
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We have executed new gas purchase contracts which 
make available to Trunkline adequate reserves for the pur- 
pose of the project outlined in Part I below. We have 
negotiated for the purchase of the necessary pipe and 
promptly after the signing of this agreement we will issue 
purchase orders therefor. We are preparing to file in the 
near future a certificate application to the Federal Power 
Commission for the construction and operation of facilities 
with a capacity of 135,000 Mef per day and the sale of gas 
therefrom to Consumers. 


Part I 


In the light of this progress, we propose to execute this 
letter agreement for the purpose of more definitely stating 
the intention of our letter agreement of January 27, 1958, 
and to reflect our proposal to file in the near future the 
certificate application mentioned above. Simultaneously 
with the execution of this letter agreement, we propose to 
execute a definitive Service Agreement, which is attached 
hereto as Exhibit A, for the sale of Maximum Daily Con- 
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tract Quantities (contract demands) of 100,000 Mef per 
day beginning October 1, 1959, 125,000 Mef per day begin- 
ning October 1, 1960, and 135,000 Mef per day beginning 
October 1, 1961, thus reflecting the 135,000 Mef per day 
capacity of the facilities to be proposed in our initial cer- 
tificate application. Accordingly, it is hereby agreed as 
follows: 


1. On or before July 3, 1958, Trunkline will file an appli- 
cation with the Federal Power Commission for authoriza- 
tion to construct and operate facilities with a capacity of 
135,000 Mef per day and to sell natural gas to Consumers 
as herein provided. There is attached as Exhibit B hereto 
Rate Schedule P-2 which is the initial rate schedule to be 
filed by Trunkline for firm service to Consumers. Trunk- 
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line hereby agrees that, subject to the other provisions of 
this agreement, it will file such Rate Schedule P-2 with the 
Federal Power Commission as its initial rate schedule for 
firm service in accordance with the Commission’s Rules and 
Regulations. It is understood by the parties hereto that the 
rates contained in such Rate Schedule P-2 shall remain in 
effect for a period terminating three (3) years from the 
date of initial delivery of 100,000 Mcf per day, and the 
Service Agreement, Exhibit A, so provides. Subject to 
the foregoing limitations, it is further understood that this 
price per Mef to be paid by you for the volumes of gas to 
be delivered hereunder is based on the cost to Trunkline 
of the additional gas to be purchased and additional facili- 
ties to be constructed pursuant to this agreement. The 
price also reflects all other costs and expenses fairly al- 
locable to the gas to be delivered hereunder and properly 
includible in the cost of rendering the proposed service, 
including a fair return to Trunkline on its investment here- 
under. Accordingly, it is specifically agreed that this price 
to be paid by you is not a rolled-in rate based on Trunkline’s 
total investment and costs. 

In the event the facilities referred to in Part I hereof 
should prove capable of delivering more than 135,000 Mef 
per day, Consumers shall have the right of first refusal of 
the deliveries from such additional capacity until such time 
as the enlarged deliveries referred to in Part II hereof are 
commenced to Consumers. 
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2. This agreement and the Service Agreement, Exhibit 
A hereto, will be subject to the obtaining by the parties of 
necessary approvals from regulatory authorities having 
jurisdiction in a form reasonably satisfactory to the party 
applying for such authorization, including, without limita- 
tion, substantial approval or acceptance of Trunkline’s 
initial Rate Schedule P-2, Exhibit B hereto, based on the 
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costs of delivering such gas as stated in paragraph 1 here- 
of. In the event that Trunkline fails to file its certificate 
application as provided in paragraph 1 with the Federal 
Power Commission, or in the event that any one or more 
of the necessary approvals in a form reasonably satisfac- 
tory to the party applying therefor shall not have been 
obtained and accepted by the party applying therefor on 
or before the expiration of six (6) months after the date of 
the filing of the initial application for a certificate by 
Trunkline, either party may terminate this agreement, in- 
eluding Part II, and the Service Agreement, Exhibit A, by 
giving ten (10) days written notice to the other party. If 
this agreement and such Service Agreement are termi- 
nated as provided in the preceding sentence, both parties 
shall be relieved of any liability hereunder or under such 
Service Agreement. 


3. Trunkline agrees to proceed with due diligence to 
prosecute its initial application to be filed with the Federal 
Power Commission as provided in paragraph 1 and to take 
all necessary steps, including the obtaining of all authori- 
zations, consents, approvals, or any other action required 
to be taken by any Government regulatory authority and 
the construction of the required facilities to enable it to 
deliver and to deliver to Consumers the volumes of gas 
provided for in the Service Agreement, Exhibit A hereto. 
Consumers agrees to proceed with due diligence to take all 
necessary steps including the obtaining of all authoriza- 
tions, consents, approvals, or any other action required to 
be taken by anv Government regulatory authority and the 
construction of the required facilities to enable it to receive 
and to receive the natural gas to be delivered as provided 
for in the Service Agreement, Exhibit A hereto. 


4. Trunkline agrees that it will have fully completed and 
in operation on October 1, 1959, its facilities to be proposed 
in its initial application to the Federal Power Commission 
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as required for the service contemplated in the Service 
Agreement, Exhibit A hereto, and Consumers agrees that 
it will be prepared to receive and will receive deliveries on 
that date and thereafter as contemplated by said Service 
Agreement; provided, however, that no right to terminate 
this agreement or said Service Agreement shall arise out 
of any delay in commencing or in receiving deliveries; and, 
provided further, that neither party shall be liable in dam- 
ages to the other for any delay, act, omission, or circum- 
stanee occasioned by, or in consequence of, any acts of 
God, strikes, lockouts, or other labor trouble or disputes, 
acts of the publie enemy, wars, blockades, insurrections, 
riots, epidemics, landslides, lightning, earthquakes, fires, 
storms, floods, washouts, arrests and restraints of rulers 
and people, civil disturbances, explosions, breakage or acci- 
dent to machinery or lines of pipe, freezeups, shortages of 
materials or labor, failure or delay of material suppliers, 
or other contractors or subcontractors constructing the 
pipe line, transportation delays or inadequacies, the bind- 
ing order of any court, the direct or indirect acts, regula- 
tion or orders of any governmental authority and any other 
cause, whether of the kind herein enumerated, or otherwise, 
and whether caused or occasioned by or happening on 
account of the act or omission of one of the parties to the 
agreement or some person or concern not a party hereto, not 
within the control of the party claiming suspension and 
which, by the exercise of due diligence, such party is unable 
to prevent or overcome. A failure to settle or prevent any 
strike or other controversy with employees or with any- 
one purporting or seeking to represent employees shall not 
be considered to be a matter within the control of the party 
claiming suspension. 

The Service Agreement and Rate Schedule P-2 attached 
hereto have been prepared on the assumption that Trunk- 
line will be able to deliver and Consumers will be able to 
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receive 100,000 Mecf of gas per day commencing October 1, 
1959. In the event that it shall appear to either party at 
or about the time that the Service Agreement and Rate 
Schedule P-2 are to be filed with the Federal Power Com- 
mission as part of Trunkline’s Tariff that Trunkline may 
be unable to deliver or Consumers may be unable to receive 
such quantities of gas solely by reason of force majeure 
as provided in this paragraph 4, appropriate modification 
shall be 
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made in the Service Agreement and Rate Schedule P-2 to 
provide, insofar as any delay beyond October 1, 1959 shall 
be due to such force majeure, (a) that the three-year period 
during which the initial rate shall remain effective shall 
commence at such time as Trunkline can deliver and Con- 
sumers can receive 100,000 Mef per day, and (b) that the 
daily contract demand and minimum bill provisions shall 
be based upon the amount of gas which Trunkline can de 
liver and Consumers can receive from day to day until such 
time as Trunkline can deliver and Consumers can receive 
100,000 Mef per day. 


5. Consumers agrees that it will support Trunkline’s 
initial certificate application in all respects including, with- 
out limitation, the request that the initial rate, terms and 
conditions for the gas to be delivered to Consumers wilt, , 
be those specified in Rate Schedule P-2, Exhibit B, based 
on the costs of delivering such gas as provided in paragraph 
1 hereof. 

Part IT 


The following agreement is supplementary to the agree- 
ments in Part I of this letter and failure or inability to 
perform this Part II of this agreement shall not relieve 
either party of its obligations under Part I hereof. 
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6. Trunkline agrees to proceed with due diligence to com- 
mence negotiations for adequate additional gas supplies 
and to take all necessary steps, including the obtaining of 
all authorizations, consents, approvals, or any other action 
required to be taken by any Government regulatory author- 
ity and the construction of the required facilities to enable 
it to deliver and to deliver to Consumers on the date speci- 
fied, the following enlarged Maximum Daily Contract Quan- 
tities of natural gas, which quantities as stated below in- 
elude the 135,000 Mcf to be delivered pursuant to Part I 
of this agreement: 


Beginning October 1, 1961, and extending through 
September 30, 1962, 150,000 Mef 

Beginning October 1, 1962, and extending through 
September 30, 1963, 175,000 Mef 
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Beginning October 1, 1963, and extending through 
the remainder of the term of the Service Agreement, 
Exhibit A hereto, 200,000 Mef. 


Consumers agrees that it will support Trunkline’s appli- 
cation, or applications, and Consumers agrees to proceed 
with due diligence to take all necessary steps, including 
the obtaining of all authorizations, consents, approvals, or 
any other action required to be taken by any Government 
regulatory authority and the construction of the required 
facilities, to enable it to receive and to receive the natural 
gas to be delivered as provided herein. 


7. Trunkline agrees that it will have the necessary facili- 
ties completed and in operation and Consumers agrees that 
it will be prepared to receive and will receive deliveries as 
provided in paragraph 6, subject, however, to the same 
provisos as contained in paragraph 4 above. 
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8. Consumers agrees that the terms and conditions of the 
Service Agreement, Exhibit A hereto, shall be applicable 
in all respects, excepting Article 1, to the enlarged volumes 
of gas to be delivered pursuant to this Part II of this 
agreement. Prior to the filing by Trunkline with the Fed- 
eral Power Commission of its application or applications, 
for the approval of the additional facilities needed to deliv- 
er the gas provided for in this Part II of this agreement, 
Trunkline and Consumers will enter into a new service 
agreement, or agreements, for the delivery of the enlarged 
quantities of gas under the same terms and conditions pro- 
vided for in the Service Agreement, Exhibit A hereto, and 
terminating on the same date as said Service Agreement. 

In this connection, the provisions hereof for an increase 
of delivery and receipt by 15,000 Mef per day of gas on 
October 1, 1961, above the 135,000 Mecf per day provided 
in the initial Service Agreement shall be subject to the 
same understanding as the provision in paragraph 4 here- 


of for delivery and receipt of 100,000 Mef of gas per day 
on October 1, 1959. 
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9. This Part II of this agreement will be subject to the 
obtaining by the parties of necessary approvals from reg- 
ulatory authorities having jurisdiction in a form reason- 
ably satisfactory to the party applying for such authori- 
zation. 


10. Trunkline agrees to file an application, or applica- 
tions, with the Federal Power Commission for authority to 
construct and operate the facilities necessary to deliver to 
Consumers the enlarged volumes specified in paragraph 6 
hereof at least one (1) year prior to the specified initial 
delivery date for such enlarged volumes. 

In the event that Trunkline should fail to file its appli- 
cation, or applications, with the Federal Power Commis- 
sion by the time specified in this Part II, or in the event 
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that any one or more of the necessary approvals in a form 
reasonably satisfactory to the party applying therefor 
shall not have been obtained and accepted by the party 
applying therefor on or before the expiration of six (6) 
months after the date of the filing of such application, of 
months after the date of the filing of such application, 
or applications, by Trunkline, either party may ter- 
minate the remaining portion of this Part II of this agree- 
ment by giving ten (10) days written notice to the other 
party. If Part II of this agreement is terminated in whole 
or in part as provided in the preceding sentence, both 
parties shall be relieved of any liability under such termi- 
nated portion of the agreement. 


Part III 


Since this letter agreement states more definitely the in- 
tent of our letter agreement of January 27, 1958, in the 
light of the progress that has been made, it is agreed that 


upon execution of the Service Agreement, Exhibit A, and 
this letter agreement, our agreement of January 27, 1958, 
will be replaced thereby. 

If this letter sets forth vour understanding of our agree- 
ment, kindly so indicate by signing in the space below, 
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thus making this letter a binding agreement between us, our 
respective successors and assigns. 


Very truly yours, 


TRUNELINE Gas CoMPANY 
/s/ W. K. Sanders 
President 


Accepted and Agreed to this 27th day of June, 1958. 
Consumers Power CoMPANY 
/s/ D,. BE. Karn 

President 


Trunkline Gas Company 
Docket No. G-15394 
Exhibit No. 28 


SERVICE AGREEMENT 
between 
TRUNKLINE GAS COMPANY 
and 
CONSUMERS POWER COMPANY 
Dated June 25, 1958 
5436 
SERVICE AGREEMENT 


This Agreement made and entered into on the 25th day 


of June, 1958, by and between Trunkline Gas Company, a 
Delaware corporation (hereinafter called Seller) and Con- 
sumers Power Company, a Maine corporation (hereinafter 
called Buyer). 


WrrxesseTH that in consideration of the premises and 
the mutual agreements herein contained, the parties here- 
to mutually covenant and agree as follows: 


Article 1—Gas to be Sold 


Seller hereby agrees to sell and deliver to Buyer, and 
Buyer hereby agrees to buy and receive from Seller each 
day such quantities of natural gas as Buyer shall desire to 
receive up to the following quantity, which quantity, as 
specified below, shall constitute the Maximum Daily Con- 
tract Quantity : 


Beginning October 1, 1959, and extending through 
September 30, 1960, 100,000 Mef 

Beginning October 1, 1960, and extending through 
September 30, 1961, 125,000 Mef 
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Beginning October 1, 1961, and extending through 
the remainder of the term of this agreement, 135,000 
Mef. 


Article 2—Delivery Point 


The point of delivery from Seller to Buyer hereunder 
shall be at the terminus of Seller’s pipeline on the Indiana- 
Michigan border near Vistula, Indiana. 


5437 
Article 3—Rate Schedule 


Natural gas shall be delivered and paid for hereunder 
in accordance with rate schedules prescribed from time to 
time by Seller showing the applicable rates and the classi- 
fications, practices and regulations affecting such rates. 
Deliveries hereunder shall be subject to the provisions of 
the applicable rate schedules and the General Terms and 


Conditions applicable thereto on file with the Federal Pow- 
er Commission (or as the same may hereafter be amended 
or superseded as herein provided), all of which are, by 
reference, incorporated herein and made a part hereof. 

Buyer and Seller agree that the initial rate shall be a two 
part rate and shall be the rate shown on Seller’s Rate 
Schedule P-2, a copy of which is attached hereto. Such 
rate shall remain in effect for a period terminating three 
years from October 1, 1959. 

Buyer hereby agrees that after the end of such three- 
year period, Seller by giving Buyer 30 days’ written notice 
may in its sole discretion prescribe the same or new rates 
or rate schedules and thereafter by giving like notice may 
in its sole diseretion from time to time prescribe new rates 
or rate schedules or changes of any nature in such rate or 
rate schedules as then prescribed or as subsequently pre- 
scribed or changed. Buyer further agrees that Seller may 
in its sole discretion from time to time by giving Buyer 30 
days’ written 
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notice prescribe changes of any nature in the General 
Terms and Conditions as originally prescribed or subse- 
quently changed. Any such schedules and changes therein 
shall be filed with the Federal Power Commission and kept 
open in convenient form and place for public inspection. 
Buyer shall have the right at any time to participate fully 
in any hearing held by the Federal Power Commission re- 
viewing any provision of any such schedule, or of any such 
General Terms and Conditions, and to take such other steps 
as it may desire with respect to any such provisions under 
the Natural Gas Act as amended or as it may hereafter 
be amended. 


Article 4—Pressure 


Seller shall use due care and diligence to furnish gas at 
such uniform pressure as Buyer may require, but shall not 
be obligated to deliver gas to Buyer at a pressure in excess 
of 450 pounds per square inch gauge at the point of delivery. 


Article 5—Notices 


Except as herein otherwise provided, any notice, request, 
demand, statement or bill provided for in this Agreement, 
or any notice which either party may desire to give to the 
other, shall be in writing and shall be considered as duly 
delivered when mailed by registered mail to the Post Office 
address of either of the parties 
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hereto, as the case may be, as follows: 


Seller: Trunkline Gas Company 
P.O. Box 1642 
Houston, Texas 
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Buyer: Consumers Power Company 
212 West Michigan Avenue 
Jackson, Michigan 


or at such other address as either party shall designate by 
formal written notice. Routine communications, including 
monthly statements and payments, shall be considered as 
duly delivered when mailed by either registered or ordi- 
nary mail. 


Article 6-—Term 


The term of this Agreement shall commence on October 
1, 1959, and shall continue in effect until twenty (20) years 
from such date. This Agreement shall continue thereafter 
for successive twelve (12) month periods unless and until 
cancelled by either party on eighteen (18) months’ written 
notice to the other, which cancellation may be made effec- 
tive on the expiration of the twenty (20) year primary 


term, or at the end of any succeeding twelve (12) month 
period. 
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Article 7—Successors and Assigns 


Any company which shall succeed by purchase, merger 
or consolidation to the gas properties, substantially as an 
entirety, of Buyer or of Seller, as the case may be, shall 
be entitled to the rights and shall be subject to the obli- 
gations of its predecessor in title under this Agreement; 
and either party may assign or pledge this Agreement 
under the provisions of any mortgage, deed of trust, inden- 
ture or similar instrument which it has executed or may 
execute hereafter covering substantially all of its proper- 
ties; otherwise neither party shall assign this Agreement 
or any of its rights hereunder unless it first shall have 
obtained the consent thereto in writing of the other party. 


186 
(5440) 


Article 8—Cancellation of Previous Contracts 


This Agreement supersedes and cancels, as of the effec- 
tive date herefo, all of the agreements between the parties 
hereto regarding the sale and purchase of gas as follows: 


NONE 


In Wirness Wuenreor, the parties hereto have caused 
this Agreement to be signed by their respective corporate 
officers thereunto duly authorized, and their respective cor- 
porate seals to be hereto 
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affixed and attested by their respective Secretaries or As- 
sistant Secretaries, effective as of the day and year first 
set forth above. 
TRUNKLINE Gas Company 
By /s/ W. K. Sanders 
President 
Attest: 
/s/ C. M. Allen 
Asst. Secretary 


Consumers Power Company 


By /s/ D. E. Karn 
President 
Attest: 
/3/ W.R. Boris 
Secretary 
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LEGEND 
Towns Presently Served by Michigan Gas 
Utilities Company 
0 ‘Towns Proposed to be Served by Michigan 
Gas Utilities Company 
© Other Towns in General Area 
Present Line Michigan Gas Utilities Company 
Proposed Line Michigan Gas Utilities Company 
Panhandle Eastern Pipe Line Company 
Michigan Wisconsin Pipe Line Company 
American Louisiana Pipe Line Company 
Proposed Trunkline Gas Company 
Proposed Consumers Power Company 
E Proposed Michigan Wisconsin Pipeline Compan 
AKE . Point of Connection Panhandle Eastern 


MICHIGAN 2 aot Point el Seamer peer paghoged Co. 
int Conne: Michigan in 
: MicHiGaNn dena or mone 
! ‘ 


Lp £6. 
Q ‘> OrseG0 


Z 


Marsware : 
Parts, Jacxson Yo Ann Anson 
Eas 2a5 / 
-< TPL CONDONE as § 3 


s 
TEKONSHA 


es \ Pe dk Scorero 
MESVIULE 


as Ue x. 
A. coae wofe rte ot) Hiutsoace sy — 
" ; ‘e) 
of, j / Ngo eteay g 


oY 
oY 


eine Cury Sai anid rey TA io p= >—_ 


INDIANA 


oot! 4nn’2 Oz‘ TE6'T ZS 26E'T WOT‘ 20€'T SUTTUINTY TYIOL 
000706% zzz GYIVe FMLAMAAT 


. sv CALUNOKI NN 

ooess € aa ae A¥EHDD 
$6216 ‘T é SaTVS BIFZ THIOL 

808 nes h ST1Ve ‘TVIMISMONI Kala 

Seles °89H Teyo1smND TmuDy TwI0L 

ada ATr¥ay 

Qqg/20m036m19/u0;3dunsu0D 

PeAteg si1sd0zeND eFereay 

Teex JO pug si9swozenyD 

avex Supima peppy stew ND 

2veX_ Zo "Beg s.10u0yeN) 

DNILYEH ZOWS TVIDEDO 

Selves "HH “sey TmUTy THIOL 

Seley PuyzvIH Jo LOTZ10g OF4ReuDg 

Teay /zeaozeng/oo;4dimewoD ‘og 

Soles ‘33H ‘#ey 32 DOTZIOY PUTyweH 

fouazotzeq Aug sexBeq AT1wex 

Gad /zeHz6ng /D043dmmsv0D 

peates eimpzen) sFereay 

299k JO pug stewojenD 


*ax Buymp peppy sissojnD 
I; 


k go +8eq SIMON] 
ONILYEH SWS TylIaTIszy 


Sees [wHoO1emOD TmuUy 
eax /1seyeny/voyzdume009 
Pertes siowzeny sereay 
tweX Jo pug eiewozsen 

“3k Burd peppy siswozsng 
Teak Jo *Baq_stsm0jenD 
TWIT 


Seles Tvi4Uepieey Touuy 
two /zewozeng/vopydunsve7 
PerAteg s1woZsNy S¥ersAy 
Teak JO pug etomuozsny 

*ak Buying peppy v1sozeny 
A¥eh 30 *Bog_s19MO4sND 
‘TWLINaIISsa 


ereultA SUMMING SYD CELYAL SE ¥ SXTVS SYD TYR 
s Bory T4aaplog 


go { efay el a 
Se ESS eed ANVINDO SETITILM SVO NVOIROIK 


TS 34 t6EST-D 33KO0g 


RE. FIAES 
Te 3 eSt-D 39400g 


89S 


seTvs * 


BQH [spo2ann) Twuny 18701 
aad «T1v0x 

Gag /t007 31 9/00 34cuNsL0D 
Paerteg simozeny oFersay 
Twex Jo pug simpy 

700% Patmd PIPPY S2eazNND 
THA 30 "Bog atamyeng 
CRILVEH BOWS TYIOEZHOO 


Bates "94H ‘esy Twumty Tei0L 


estes 


PuyqwoH JO VoFZIOY OF 4¥HGOG 


teox /rsaezImg/vopydansuog sag 


sees * 


94u *92y JO LOTzI0g Pu;4weH 


Anuazotzeq Avg serteq ATIweL 


+404 "OH OT 
(aK UT saMToA) 


Gad /z9a0y sng /noyydemeve, 
Peateg P1204) eBursay 
eek JO pug eivaojysn) 

“a Supp poppy srcmoyeND 
vex JO 'Beq ety 
ONILVH JWS TylUcdIsT 
S8Tvg TeToIeEDD Tory 
zeex/19m04mM)/v0}74mNsD0D 
Perteg #IceN}END eFutcay 
TeeX JO pug si1euo4yerD 

*ak Buying peppy e1eayeTD 
IweX Jo ‘Peg srewojM) 
TYISEDHCD 


Seles [SHWepyeey Tuy 
Teej /29m79ND/u0;4dENsv05 
Pperteg e1mO4sNy oPuteay 
*ak JO pog e2emyeny 

*ak Buying peppy esecoymMD 
4v9h Jo "Bog szamymg 
‘TwIIAaissa 


SLOOHUINGY SY) C2lYiLisd 7 SZIVS BVO TY 


very 90H 


ANWINOO SELITTLIN S¥E NYDINOIK 


OOTSLLT'S 003 ‘fol 00€ £22044 2OL ‘Let ‘E 
d007T9n OOOTS HN eboreee 
Soovest Seat sett 
ong 
€ 


. 
erie 


seles '39H Te}o1mmDD Tmuvy T¥}OL 
aad fTr00x 
Cdd/19M036ND/00;4AunsUED 

Perlsg stewoyEND eFeteAy 

qeeX JO PUY s19MdzNND 

tveX Supind peppy arewzen 

eax Jo *Bog si9mym) 

ONILVE SD¥ES TVIDEDHOO 

Petes "MH ‘sey TenUUy Te0L 
SeTes BU3VeH JO DOTZ2IOg OF ;89mNg 
teex/temozeng/aoyydensuly *mog 
SeTvs “FAH "POY JO DOT7Ig PUyWwoH 
Aouatotzeq Aug eoxPaq AT I2veK 
Q1q/2004 9D /0074dEn 9009 

S190t Perrles @1mM0{eND oPereAy 
. TweK JO poy sre} 
*ak 2uyMp peppy e1swyenD 

teeX Jo *8og s1emozenD 

ORTLVEH SWS TVILIIerd 

SeTvs Teyo1euEDD TmUUy 
Teeax/r9m03z8Ng/00;74unsD0D 

PeAleg SIMD MD sFersAy 

aval Jo pag sz9uozsnD 

*ak Purr peppy s2ewzM 

Teex Jo *Bog_sieuoyeny) 

TWIN 


SeT¥s TeT{Uepresy Twnuuy 
teat /20m30g/00;74mMsV0] 
PerAteg simDozen) eFvlsAy 
Tee JO pag vreM9zeND 

*2X Suping peppy siswozeng 
Ival Jo Bag sisaoysno 
‘TWLIKSIICTY 


(4M Uy Sentosa) 
SINDUUINTE SY TILYALISY ¥ STIVS EVO TYNANY 
DOTS FATE UsIT{NOg 
ANWEHOO SZILITIIN SYD NYDIHOTH 


02S 


see * & 


r tale 
“ 


ml no) iN 
4 oy 
, —< 


23s 

38 
= 
“PS 


UN ery 
8g 
N 


; 


t 
& 
ol 
iw 


is 


J 
5 
ES 


w 


eortedta not byte . 
3o 83 


(2 00 ‘deal uBzeeq poyndang) 


AMI Mvad ‘T¥IOL 
“a °T $001 © feq mH 


setvs [muy 
‘TVISISNONT WHE 
faq mayxvy 
Aud EnEyXVH DO Gad 
00d /29a0zen9/00T4dansu0D 
Teak Jo puy sismjye5 
CHLLYEH DWE TVISETDD 


boy4dunsuoy Oo; 480009 
*e00) Suyzwey oowdes “soy 
feq mupxeH vo cad 
add / 1900397 /00;44dunsL09 
=e?) e202 
ONLLVEH JOWS TyLIadiss 


*d °T $61 8 £0q map 

feq oSuraay 

Seles Tv}o1mEDD Tmouy 
TVISEDHOO 

"2 "1 $6L © £0q map 

feq oFeraay 

Soles Terweprscy Twnuay 
TLL Sd 


({4aW UF sexntos) 
SINDRTULNGY AVI vad 
Voly AzzRAPTOD 
ANDO SALLITIIN SY) NYDIHOTM 


m 
.-) 


iT 


Bae fk 
sy 


eS 
a 


on. 
‘ sa 


8 


s 
ceay 
fuq moyxmy 00 add 
Cad /z0m0y eng /D0;ydunsL0D 


9 ge 
T4920" 
0006'S 


Ps 


83 
At 


IN WN 


a3 


£3 
af 


00S Sx 


a € 

09 

i 
"Suz 


wn 


= 
Sab 3.8 
s{ *° B 
3 


% § 


ANWIWOO SELLITIIN S¥O NYDIHOTK 


1! 1961 
Residential 28.0 26.9 239. 
Commercial 175-0 175.0 175.0 
Demestic Pertion ef 
Residential Space Heating 41.0 41.0 41.0 


ESTIMATED USE PER SPACE HEATING CUSTOMER IN MCP/PER DDD 
COLDWATER 
L 5S I 
Residential Space Heating 20266 0266 0266 
Commercial Space Heating -OT5 OTS) — «OTS 


41.0 56.8 
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MONROE 
1B 1 ToL 
72 a es 
170.0 170.0 170.0 
45.0 45.0 45.0 


MONROE 
135) 1960 1 


02h. 024k. .c2k1 
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MICHIGAN GAS UTILITIES COMPANY Exhitit 


PEAK DAY REQUIREMENTS VS. SUPPLY Page 1 of : 
(Volumes in Mcf) Witness ite 


1957-1958 959 - 1960 [900 - 196 1961 - 1962 
TOTAL SOUTHERN DIVISION TAL SOUTHERN . WATER COLDWATER MONROE 
Actual Calculated : 


REQUIREMENTS 


Peak Day = Firm (Actual) 17,159 
Temperature (Actual 2/17/58) 6° 


Peak Day - Firm 
(Calculated Design Temp. 0°) 


Panhandle Service Agreement 
of 2-1-58 14,737 


Propane Requirements at Monroe 
(Total Plant Capacity - 
3900 Met/day) 1,863 
Propane Requirements at Coldwater Dist. 
(Total Plant Capacity - 
500 Mct/day) 559 


Request from Trunkline in 
Docket G-15394 


TOTAL SUPPLY 17,159 
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F.P.C. Docket G-15394 et al. 
MICHIGAN GAS UTILITIES COMPANY Exhibit 


ANNUAL REQUIREMENTS VS. SUPPLY Page 2 of 
(Volumes in Mcf) Witness ; 


ESTIMATED 

1957 195 1959 1 1961 
TOTAL SOUTHERN OPAL SOUTHERN! COLDWATER MONROE COLDWATER MONROE COLDWATER MONROE 
DIVISION DIVISION DISTRICT 


REQUIREMENTS 2,849,577 3,127, 702 1,931,200 2,096,100 2,232,800 2,471,000 2,444,100 2,733,000 


SUPPLY 
Assumption I 
Purchased from 


Panhandle 
(Service Agreement of 2/1/58) 2,044,758 3,110,000 1,442,600 2,062,700 566,600 2,371,000 707 , 600 


Propane-Air Production 4,819 17,702 5,600 32, 300 4,400 88, 300 3,000 
*Purchase from Trunkline 483,000 1,660,000 1,725,000 
TOTAL SUPPLY 2,849,577 3,127,702 1,931,200 2,095,000 2,231,000 2,159,300 2,435,600 


Deficiency 1,100 1,800 11,700 8,500 
ee ee eee ee eee ee ee ee ee ee ee 


SUPPLY 
Assumption IT 
Purchased frem Panhandle ; 
(Service Agreement of 2/1/58 2,844,758 3,110,000 1,830,600 2,062,700 1,847,800 2,371,000 


Propane-Air Praiuction 4,819 1T, 702 5,600 32,300 88,300 
**Purchase frem Trunkline 95,000 385,000 
TOTAL SUPELY 2,849,577 3,127,702 1,931,200 2,095,000 2,232,800 2,459,300 
Deficiency 1,100 11,700 
Note: 
% It bas been assumed that 6,000 Mcf per day from Trunklim weuld become available October 1, 1959 under the proposed 
| Rate Schedule P-2 which includes an annual "take-or-pay"slause of 95%. 
a* Tt has been assumed that a peaking service would be avaiable from Trunkline beginning Oct. 1, 1959 and that the 


| base load requirements of the Coldwater District would t supplied by Panhandle. The maximm day's requirements 
| from Trunkline would be 6,040 in 1959; 7,661 in 1960; am9,045 in 1961. 
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Witness 
STURGIS TO WHITE PIGEON LATERAL 


MICHIGAN GAS UTILITIES COMPANY 


Flow Diagram Data 


Pipe Line Specifications 


Pipe Lines i Pipe Size Wall Thickness 


Marshall to Coldwater 10 3/4" 0.277 
Coldwater to Sturgis 8 5/8" 0. 280 
Coldwater to Hillsdale } 10 3/4" 0.277 

8 5/8" 0. 280 
White Pigeon to Sturgis 6 5/8" 0, 250 


Statement of engineering design data in explanation and support of 


this diagram, 


Panhandle Flow Formula is used 


Q 


= (435,98 To 
( )(e) [zs g 2+ 6182 


° G9. 8539 T&L 


. le 4 
| 1,07881 Pp? P2 0.539 


Volume of Gas Flowing Per Day at Standard Conditions 
Flow Efficiency (. 92) 
Base Temperature (520° R) 
Base Pressure (14.73 psia) 
Inlet Pressure (psia) 
Outlet Pressure (psia) 
= Mean Flowing Temperature (500° R) 
Specific Gravity (0. 60) 
Length of Pipe (Miles) 
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Witness 


Loads to delivery points are based on past experience and estimated 
amount of increase in Michigan Gas Utilities Company load, 


The loads reflect receipt of 6,000 Mcf/day from Trunkline at 
White Pigeon at a delivery pressure of 450 psig; the receipt of 6,000 Mcf/day 
from Panhandle at Marshall at a delivery pressure of 200 psig; and the 
production of 300 Mcf/day of Propane-air in Sturgis and 200 Mcf/day of 
Propane-air in Coldwater, 


The maximum winter day delivery to market is assumed to be 
19 1/2 times the maximum hourly delivery. 


Pipe to be installed 

White Pigeon to Sturgis 18,0 Miles of 6 5/8" O.D. 
API5L Grade B Seamless Tubing .«, 
Wall Thickness not less than 
0,250", Minimum Yield will be < 
35,000 psi, and ultimate strength 
will be 60,000 psi, or higher 


Fittings Fittings will be of a strength 
comparable to the pipe, Valves will be 
not less than ASA 400, 


Fabrication and Testing 

Installation, fabrication, and 
testing will be done in accordance with 
Section 8 of ASA B 31,1 - 1955. The maximum 
proposed operating pressure of the pipe line will | 
be 450 psig, and as it is located in a Class 2 
location, the line will be tested with air to 
675 psig. after construction, Installation, 
fabrication and testing will also be done in 
accordance with the requirements of the 
Michigan Gas Safety Code, 


203 
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eR CONDE t Witness 
WINIER CONDITIONS 1959-60 
All Loads in MCF/DAY ny 


& Volume Between Points 
> Pake-Oft Loads 

© Pressure PSIG 
(Propane-Air Production 


rree Caeex PoInTr OF CONNECTION 
Panrtano.e LASTERM Fire Lite Co. 


MARSHALL Peekean 
OALaI0n 


LEGEND 
— ——Trunkline Gas Company 
Consumer Power Company 
| -- ——— Panhandle Eastern Pipe Line Company 


———— Present Michigan Gas Utilities Company 
we enaw ere Proposed Michigan Gas Utilities Campany 


MUALSORLE 


PUICHICAN 


fz ———S a A 
FPoinTtT OF ConnecTvon | 

SAN, ' 
TRUNKLINE GAS Coo _ INGIANA 


FLOW DIAGRAM SHOWING 
MAXIMUM CAPACITY AT 
WINTER CONDITIONS 

— Volume Between Points 
© Peake Off Loads 

O Pressure PSIG 

(i= Propane-Air Production 


LEGEND 


——  —Trunkline Ges Company 
---—— ——Consumer Power C 
—. --— -—Panhandle Eastern Pipe Line Company 
Present Michigan Gas Utilities Compeny 
—=——=———Proposed Michigan Gas Utilities Company 


_—-— 


‘G) 7 yeore F1s40n XG, 
(8 BG 


FPOINT OF CONNECTION 
TRuUnKkL1Nt GAS Coe 


MICHIGAN GAS UTILITIES COMPANY 


COLDWATER DISTRICT 


OBATTLE Creek 
POINT OF CONNECTION 
HANMANOLE EASTERN ST PE LINE Ce. 


O MARSHALL 
O AL aon 


OHILLSOALE 


LU ICHIGAN 


INDIANA 


JACKSON 
o - 


W-- 


Ss 


E 


ans ees 


ee 
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STURGIS - WHITE PIGEON, MICHIGAN LATERAL 


ESTIMATED COST OF CONSTRUCTION 
by 
MICHIGAN GAS UTILITIES COMPANY 
(6" Pipe - 18 Miles (95,000 ft. or 5750 rods) 


Unit Unit Cost No. of Units Total Cost 
Rights of Way Rod 6,50 5750 $ 37,400 


Material 
Pipe Feet 1,60 95,000 152, 000 
Valves & Fittings 5,000 
Coating Material Feet 0,15 95,000 14,200 
Misc. Material 7.700 
(Fence, Gravel, Casing, Etc.) 
$178, 900 


Contractor Labor Feet 1,57 149, 000 


Surveying Mile /5@.60 2,700 


Inspection & Engineering 7,000 
Total Cost of Line $375,000 


Regulator Station Complete 23,000 
Cost of Line & Station $398, 000 
Contingencies @ 3% 12,000 


Interest during Construction @ 11/2% 6,000 
Total Cost of Project $416,000 


206 
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Trunkline Gas Company 
Docket Ne. G-15394 


Cost of Service, Allocation Thereef, and Rates, on Various 


Metheds for Preposed Sale of Gas to Consumers Pewer Ceapany 


Bureau ef Rates and Gas Certificates 


Washington, D. C. 


Trunkline Ges Company 
Deeket Ko. G-153% 


Bescription Page Nien 


Summary of rates and annual revemes reflecting 
various cost methods. 


“Nethod No. 1" of FPC Staff: System-Wide Alloca- 
tion Method for system up to Bourbon-Tuscole, and 
direct assignment of costs on fecilities north 
thereof. 


"Method No. 2° of FRC Staffs Demand-Mile and 
Commodity-Mile Allocation Method for entire 
systen. 


"Method No. 3° of FPC Staffs System-Wide Alloca- 
tion Method for ontire systems. Ghis sehedule also 
inoludes Method No. 34 cf FPC Staff which is the 
same as Method No. 3 but includes an adjustment to 
reflect rate differentials prescribed by the 
Commission for Panhandle Eastern Pipe Line Company's 
Central and Eastern rate zones. 


Revision of company’s incremental costing method 
te reflect decrease in rate of return from 6% 
to 6.0%. 


Cosperison of unit costs for various cost items 
of Present, Rew, and Total Systen. 


" Computation of Purchased Gas Expense for yeer 1962. 
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(2) 

Operating Expenses 

Gathering 16 60.0% 

Purchased Gas . 31.4 

Purchased Gas Credit 

Other Gas Expenses 

Transmission Expense 

Distribution Expense 

Administrative & General 

Expense 


Total Operating 
Expense $29,914,897 


Depreciation 3,962,582 
Federal Income Tax 048 3,746, 789 
Other Taxes 1,511 O85 
Return at 66 4, 846,263 


(8) 
(6) # (7) 


Total Cost of 
Service $43,987 586 


Total of Costs where Unit 

Costs of New Sales Exceeds 

Unit Costs of Present Sales 36,610,039 
Total of Costs where Unit 


Costs of Present Sales 
Exceeds Unit Cost of 


New Sales -L3TL HT 
Total : $43,987,596 


1/ Figures in this colum taken fran Sch Sheet 3 of this exhibit. 
2/ Figures in this column taken from Seb Sheet 5 of this exhibit. 


3/ From Exhibit 18, Schedule 1. 


(2) 
Operating Expenses 


Gathering 

Purchased Gas 

Purch. Gas Creiit 

Other Gas Expenses 

Transmission Expense 

Distribution Expense 

Administrative & General 
Expense 


Total Operating 
Expense 35,397,763 


6,802,307 
6,087,835 
2,727,603 
24h BC 


Depreciation 
Federal Income Tax 
Other Taxes 
Return 
Total $ 60,406,482 $ 22,477,822 

Total of Costs where Unit : 

Costs of New Sales Exceeds 

Unit Costs of Present Sales 22,052,491 
Total of Costs where Unit 

Costs of Present Sales 

Exceeds Unit Cost of 

New Sales 


Total 


— 425,32 
$ 22,477,822 


2/ ‘Prom Exhibit 18, Schedule 1, 


Present 


(4) 
(2) - (3) 


3,76, 790 
1,517,055 
4 846,264 


$ 37,928,666 


30,551,119 
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, Percent by Percent 
Which Unit Which Tee 


Unit Costs - cents per Mcf Costs of New Costs of 
Total New Present Seles Exceed Present. 


rer Costs of Sales Exceed 
Based on 1/ Based onl/ present Costa ar 


Based on 1/ 
y 
saga ae igi Sales Nev Sales 


180,675,000 
—t_. 


(6) (7) (8 


) (9) 
(6) = (7) 


(7) = (6) 
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TRUNKLINE GAS COMPANY 


Comparison of 
Staff Methods of Cost Allocation With Incremental Method 


Company Cost of Service (Per Exhibit 20, Schedule 1) 
Year 1962 


Schedule 
No. Description 


1 Cornparison of Staff Methods 
With Incremental Method 


Method No. 1 of Staff 
Method No. 2 of Staff 
Method No. 3 of Staff 


Method No. 3A of Staff 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 1 of Staff 


Company Cost of Service (Per Exhibit 20, Schedule 1) 


Year 1962 


Total Demand Commodity 


"Pool" Cost (a) tb) te) 


Total System Cost less cost allocated 
to Sales Line in Illinois and Indiana $58,008,949 $14,205,595 $ 43,803,354 


Billing Units 2/; 
Existing Customers 4,396,956 131,400,000 
Consumers Power Company 1,620, 000 49,275,000 
Total Billing Units 6,016,956 180, 675, 000 


Unit Cost $2. 36092719 24. 244281¢ 


Cost of Service: 
Existing Customers $42,237,878 $10,380,893 $ 31,856,985 
Consumers Power Company 15,771,071 3,824, 702 11,946, 369 


Total $58,008,949 $14,205,595 $ 43,803,354 
"Direct" Cost 


Total Cost allocated to Sales Line 
in Illinois and Indiana $ 2,397,539 $ 1,198,769 $ 1,198,770 


Billing Units - Consumers Power Co.4/ 1,620, 000 49,275,000 


Unit Cost $ .73998086 2. 432816¢ 


Cost of Service: 
Consumers Power Company $_2,397,539 $1,198,769 $1,198,770 


C. Summary Cost of Service 
Consumers Power Company: 
(a) Pool Cost $15,771,071 $ 3,824,702 $ 11,946,369 
(bo) Direct Cost 2,397,539 1,198, 769 1,198,770 
Total Consumers Power Co. 18, 168,610 5,023,471 13, 145,139 


Existing Customers: 
(a) Pool Cost 42,237,878 10, 380, 893 31,856,985 


Total Cost of Service $60,406,488 $15,404,364 $ 45,002,124 


/ Per Exhibit No. 46, Schedule No. 1, page 1 


FPC Docket 
No. G-1539 
Exhibit No. 
Schedule No. 
Sheet 2 of 7 
TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 1 of Staff 
Classification of Cost of Service - Year 1962 


Total System Cost Less Cost Allocated to Sales Line 


Total System 
Less 
Sales Line Demand Commodity @ 
(a) (b) 
Production Expense 

Gathering $ 208,181 
Gas Purchase Expense 27,386, 704 
Gas Used for Compressor Fuel -(Cr.) (774, 017) 
Other Gas Supply Expenses 608, 264 


Total Production Expense 27, 429, 132 


Transmission Expense 
Operation: 
Supervision & Engineering 552, 1272/ 253,978 
Compressor Station Fuel 774, 107 
Compressor Station Supplies & Exp. 212,214 
Other 2,690, 138 1, 345, 069 
Total Operation 4,228, 496 1, 599, 047 


Mainter- nce: 2/ 
Supervision & Engineering 192, 013= 
Compressor Station Equipment 408, 161 
Other 575, 301 287,650 

Total Maintenance 1,175, 475 343,334 


55, 684 


Total Transmission Expense 5,403,971 1, 942, 381 3, 461, 590 


Distribution Expense 135,197 67,599 67, 598 
Administrative & General Expense 2,319, 353.3/ 834, 967 1,484, 386 
Depreciation 6,208, 237 3,104,118 3, 104,119 
Return 8, 480, 268 4,240, 134 4, 240,134 
Taxes - Federal Income 5, 566, 342 2,783,171 2,783, 171,, 
Taxes - Other 2,466, 449 1,233,225 1,233,224 


Total Cost of Service $58, 008, 949 $14,205,595 $43,803,354 


In proportion to supervised expenses less compressor fuel 46% 54% 
In proportion to supervised expenses 29% mM1% 
In proportion to total supervised expenses less 

compressor fuel 36% 64% 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 1 of Staff 
Estimate of Cost of Service - Year 1962 


Total Syatem and Cost Allocated to Sales Line 


Allocated to Balance of 
Total Sales Line System 
System!/ em, & Ind2/ pool Gost 
(a) (b) (c) 


Gathering $ 208,181 $ 208,181 
Gas Purchase Expense 27, 386, 704 27, 386, 704 
Gas Used for Compressor Fuel - (Cr. ) (774, 017) 1774, 017) 
Other Gas Supply Expenses 608, 264 608, 264 
Transmission Expense: 
Fuel 774,017 774,017 
Other 4,679,608 49, 654 4,629, 954 
Distribution Expense 169, 768 34,571 135,197 
Administrative and General 2, 345,238 25,885 2,319, 353 
Total Operating Expenses 35, 397, 763 110,110 35,287, 653 
Depreciation 6, 802, 307 594,070 6,208, 237 
Return 9, 441,380 961,112 8,480, 268 
Taxes - Federal Income 6, 047,435 481,093 5, 566, 342 


Taxes - Other 2.717, 603 251, 154 2, 466, 449 


Total Cost of Service $60, 406, 488 $2,397,539 $58, 008, 949 


1/ Per Exhibit No. 20, Schedule No. 1 


2/ See Sheet 4 


FPC Docket 
No. G-15394 
Exhibit No. 
Schedule No. 2 
Sheet 4 of 7 
TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. | of Staff 
Estimate of Allocated Cost of Service 
For Sales Line in Ulinois and Indiana 

Year 1962 


Total Allocated to Basis of 
Proposed Sales Line Allocation to 
Facilities!/ 11. andInd. _Sales Line 
(a) (b) 
Operating Expenses: 
Transmission $ 313,595 $ 49,654 
Distribution 34,571 34,571 
Administrative & General 106,961 25,885 
Total Operating Expenses 455,127 110,110 


Depreciation 2,839,725 594,070 4 

Return 4,595,116 961,112 See Sheet 5 
Taxes - Federal Income 2,300, 645 481,093 See Sheet 6 
Taxes - Other 1,200,548 251,154 See Sheet 7 


Total Cost of Service $2,397,539 


Classification of Cost for Sales Line 


Total Demand Commodity 


Operating Expenses 110,110 $ 55,055 $ 55,055 
Depreciation 594,070 297,035 297,035 
Return 961,112 480,556 480,556 
Taxes - Federal Income 481,093 240,546 240,547 
Taxes - Other 251,154 125,577 125,577 


Total $2, 397,539 $1, 198, 769 $1,198,770 


Per Exhibit No. 20, Schedule No. 1} 
Transmission operating expenses of $313,595 less $76,241 for pumping station 
expense or $237,354 allocated in proportion to average plant investment which 
is computed as the ratio of $17, 038, 038 to $81,458,000 or 20.92%. 
Allocated in proportion to transmission and distribution operating expenses 
$84,225 + $348,166 = 24.2% 
Then $106,961 x 24.2% = $25,885 


Allocated in proportion to average plant investment (i.e. 20.92%) 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 1 of Staff 
Estimate of Rate Base and Return - Year 1962 
For Sales Line in Illinois and Indiana 


Total Sales Line 
Proposed Illinois & 
Facilities 1/ _Indiana 
(a) (b) 
Rate Base: 


Average Plant in Service $81,458, 000 $17, 038, 038 2/ 


Less: 

Average Reserve for Depreciation 7, 936, 137 1, 660, 240 
Average Net Plant in Service 73,521, 863 15,377, 798 
Less: 


Average Contributions in Aid of 
Construction = - 


Balance 73,521, 863 15,377,798 
Working Capital - - 
Rate Base $73, 521, 863 $15, 377, 798 


Return @ 6-1/4% $ 4,595,116 $ 961,112 


From Exhibit No. 20, Schedule No. 2. 


From Exhibit No, 46, Schedule No, 1, Sheet 8 of 9. 


1/ 


TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 1 of Staff 


Estimate of Federal Income Taxes - Year 1962 


For Sales Line in Illinois and Indiana 


Return @ 6-1/4% 
Additions: 
Book Depreciation, etc. 


Deductions: 


Tax Depreciation, Interest, etc, 


Estimated Normal Net Taxable Income 


after Federal Income Tax 


Federal Income Tax 


Per Exhibit No. 20, Schedule No. 3 


Total 
Proposed 


Facilitieal/ 


(a) 
$4, 595, 116 


2, 885, 868 


5,357, 312 


——_ 


$2, 300, 654 


$2, 123, 672 
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Sales Line 
Illinois & 
—indiana_ 


(b) 
$ 961, 112 2/ 


603, 724 3/ 
1, 120, 750 3/ 


$__ 444, 086 


$ 481,093 


2/ See page 5 of this Schedule No, 2 for computation of return 


3/ 


Allocated in proportion to average plant investment; i.e., ratio of 


$17, 038, 038 to $81, 458, 000 = 20. 92% 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No, 1 of Staff 
Estimate of Other Taxes - Year 1962 
For Sales Line in Illinois and Indiana 


Allocated to 
Total Sales Line 
Proposed Ulinois & 
Facilities au Indiana 2 
(a) (b) 


Ad Valorem $1, 114, 443 $233, 141 
Franchise 36, 105 7,553 
State Income 31, 768 6, 646 


Payroll 8,131 1,701 


Miscellaneous 10, 101 2,113 


Total $1,200, 548 $251, 154 


l/ Per Exhibit No. 20, Schedule No. 4. 


2/ Allocated in proportion to average plant investment (i.e., 20. 92%), 
i.e., ratio of $17, 038, 038 to $81,458, 000 = 20. 92% 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No, 2 of Staff 


Company Coat of Service 
Year 1902 


Basie of Allocation 4/ 


Demand Salee 
Mctf @ 14.73 Sat. Mcf @ 14,73 Sat, Total Commodity 
(a) (b) (e) (e) 
Production 


Zone 131, 400, 000 $22, 107, 301 $22,107,301 
Zone Z 49, 27%, 000 2H 8, 290, 238 
Tota! 180, 675, 000 30, 397, 539 


Transmission 
Administrative & General 


Zone i 375,000 131, 400, 000 1,421,715 
Zone 2 49,275,000 524,129 
Total 310, 000 100, 675, 000 1,945, b44 


Commodity 
Mef-Miles c 
Balance of Tranemiesion 


Zone | 369, 076, O10 9, 125,474 10, 080,092 
Zone2 161, 487, 000 \. 55 3, 986, 317 4,551, 356 
Tota! 531, 163,010 THT 79) | 14,631, 448 


Tota) Tranermi 
Zone i 20,627,281 9, 726, 396 


Zone 2 9, 061, 802 4,202, 649 
Total T5 ONG, OWS 045 


Demand Salee 
Mef @ 14,73 Sat. Mel @ 14, 73 Sat. 


Distribution 
Zone 1 132,400, 000 253,088 


Zone Zz 49,275, 000 85,953 
Total 180, 675, 000 319, BOO 


Summary of Total Cost of Service 


Zone i $42,968,495 $ 9,843,994 $35, 124,501 
Zone 2 1 99) 13, 193, 009 
Total 468 $46, 317,510 


L/ Per Exhibit No. 46, Schedule 2, Page 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 2 of Staff 
Company Cost of Service - Year 1962 
Classification of Cost of Service 


Total Demand Commodity 
(a) (b) (c) 


Production Expense $30, 397,539 $30, 397,539 


Transmission Expenses 


Operation: 
Supervision and Engineering 557,704 256,544 301,160 
Compressor Station Fuel 774,017 774,017 
Compressor Station Supplies & Exp. 212,214 212,214 
Other 2,734,215 1,367, 108 1,367,107 


Maintenance: 
Supervision and Engineering 192,013 55,684 136, 329 
Compressor Station Equipment 408,161 408,161 
Other 575,301 287,650 287,651 


Administrative and General Expense 1,945,844 817,254 1,128,590 
Depreciation Expense 6,040, 449 3,020, 224 3,020,225 
Return 8,426, 399 4,213,199 4,213,200 
Taxes - Federal Income 5,397,315 2,698, 657 2,698, 658 
Taxes - Other 2,425,451 1,212,725 1,212,726 


Total Transmission Expenses 29,689, 083 13,929, 045 15,760, 038 


Distribution Expenses 


Operating Expenses 169, 768 84,884 
Administrative and General Expense 50,892 25,446 
Depreciation Expense 27,209 13,605 
Return 37,336 18,668 
Taxes - Federal Income 23,914 11,957 
Taxes - Other 10,747 5,373 


Total Distribution Expenses 319, 866 159,933 


Total Cost of Service $60,406,488 $14,088,978 $46,317,510 
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TRUNKLINE GAS COMPANY 


Allocation of Costs - Method No. 2 of Staff 
Company Cost of Service - Year 1962 
Functional Classification of Return and Taxes 
ee eee CUE BRE Taxes 


Production Transmission Distribution 


(b) (c) (4) 


Rate Base per Exhibit 
No, 46, Schedule No, 
2, Page 5 $154,292,923 $15,976,878 $137,705, 896 $610, 149 


Return per Company 1/ 9, 441, 380 977, 645 8, 426, 399 37, 336 


Federal Income Taxes 
per Company 2 6, 047, 435 626, 206 5, 397, 315 23,914 


Taxes - Other per 
Company_/ 2,717, 603 281,405 2,425, 451 


1/ Per Exhibit No. 20, Schedule No. 1 for total; allocated to functions 
in proportion to rate base. 
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TRUNKLINE GAS COMPANY 
Allocation of Costs - Method No. 3 of Staff 


Company Cost of Service (Per Exhibit 20, Schedule 1) 


Year 1962 


Total 
Reference stem Demand Commodity ay, 
ta) (6) (c) (4) 


Total System Cost Sch. 4, p. 2 $60,406,488 $15,400,518 $ 45,005,970 


Billing Units - Mef 
Consumers Power Co. 1,620, 000 49,275,000 


Existing Customers 4, 396,956 131, 400, 000 


Total Billing Units 6,016,956 180, 675, 000 
Unit Costs Per Mcf $2.5595198 24, 909905¢ 


Cost of Service 
Consumers Power Co. $16,420,777 $ 4,146,422 $ 12,274,355 


Existing Customers 43,985,711 11,254, 096 32,731,615 


Total Cost of Service $60,406,488 $15,400,518 $ 45,005,970 


FPC Docket 
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Classification of Costs - Method No. 3 of Staff 
Company Cost of Service (Per Exhibit 20, Schedule 1) 
Classification of Costs 
Year 1962 


Total 


System Commodity 
(a) (c) 
Gathering Expenses 
Gathering $ 208,181 $ $ 208, 181 
Gas Purchased Expense 27, 386, 704 27,386, 704 
Gas Used for Compressor Fuel -(Cr.) (774, 017) (774, 017) 
Other Gas Supply Expenses 608, 264 608, 264 


Total Gathering Expenses 27,429, 132 


Transmission Expenses 
Operation: 
Supervision and Engineering 557, 704.1/ 256,544 
Compressor Station Fuel 774,017 
Compressor Station Supplies & Exp. 212,214 
Other 2,734,215 1, 367, 108 : 
Total Operation 4,278,150 2,654,498 


Maintenance: 
Supervision and Engineering 192, 0132/ 55,684 136, 329 
Compressor Station Equipment 408,161 408, 161 
Other $75,301 287,650 287,651 
Total Maintenancc 1,175,475 343,334 832, 141 


Total Transmission Expenses 5,453,625 1,966,986 3,486, 639 


Distribution Expense 169, 768 84, 884 84, 884 
Administrative and General Expense 2,345,2382/ 944,286 —«1, 500,952 
Depreciation 6,802, 307 3,401,153 3,401,154 
Return 9,441,380 4,720,690 4,720,690 
Taxes - Federal Income 6,047,435 3,023,718 3,023,717 
Taxes - Other 2,717,603 1,358,801 1,358,802 


Total Coat of Service $60,406,488 $15,400,518 $45,005,970 


rvised expenses less compressor fue} 46% 
riaised expenses 29% 


‘euperviged expenses less compressorfuel 36% 


TRUNKLINE GAS COMPANY 
Allocation of Costs - Method No. 3A of Staff 
Com: Cost of Service (Per Exhibit 20, Schedule 1 
Year 1962 
Allocatedto Allocated to 
Consumers Existing 
Reference Total Power Co. Customers 
(a) (b) (c) (4) 
Demand Cost Sch. 4, p. 2 $ 15,400,518 $ 4,383,189 $ 11,017,329 © 
Commodity Cost Sch. 4,p.2 45,005,970 12,991,083 — 32,014,887 


Total Cost $ 60,406,488 $17,374,272 $ 43,032,216 
cee ets Sees 


Allocation Factors 


Annual Demand Units -Mcf 6,016,956 1,620,000 4,396,956 | 


Unit Gost Per Mef $2. 70567193 $2.50567193 4 


Volume - Mcf 180,675,000 49,275,000 131,400,000 


Unit Cost Per Mcf 26. 3644499¢ 24. 3644499¢ 


Computation of Unit Demand Cost 


4,396,956 (x - $.20) + 1,620,000 (x) = $15,400,518 
6,016,956 x = $879,391 = $15,400,518 

6,016,956 x = $16,279,909 

x = $2. 70567193 


Computation of Unit Commodity Cost 


131, 400, 000 (y - $.02) + 49,275,000 (y) = $45,005,970 
180,675,000 y - $2,628,000 = $45,005,970 

180,675,000 y = $47,633,970 

y = 26.3644499¢ 
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UNITED STATES OF AMERICA 


Before the 
FeperaL Power CoMMISSION 
Washington, D. C. 


Docket No. G-15394 
In THE Matrer oF TRUNKLINE Gas CoMPANY 


Petition of Battle Creek Gas Company for Leave to Intervene and 
Be Heard in the Above Docket No. G-15394 


To the Federal Power Commission: 


Now comes Battle Creek Gas Company (hereinafter 
termed petitioner), a Michigan corporation, and respect- 
fully shows: 


1. That petitioner is a corporation organized and exist- 
ing under the laws of the State of Michigan with its prin- 


cipal office located at 26 E. Michigan Ave., Battle Creek, 
Michigan, and that it is engaged in the distribution of nat- 
ural gas to ultimate consumers in the Cities of Battle Creek 
and Springfield, Michigan and environs. 


2. That the name and address of the attorneys in this 
matter are McAuliffe and Harbert, 1101 Security National 
Bank Building, Battle Creek, Michigan, and that the names 
of the persons to whom communications should be directed 
with respect to this petition are: 


7812 


Battle Creek Gas Company 
26 E. Michigan Avenue 
Battle Creek, Michigan 


(7812) 


J. W. MeAuliffe, Esq. 
1101 Security National Bank Bldg. 
Battle Creek, Michigan 


Mr. D. H. Frazer, Jr. 
26 E. Michigan Avenue 
Battle Creek, Michigan 


3. That petitioner is in receipt of a notice of the appli- 
cation of Trunkline Gas Company in the above proceed- 
ings; that Trunkline Gas Company is a wholly owned sub- 
sidiary of Panhandle Eastern Pipe Line Company; that 
Trunkline Gas Company and Panhandle Eastern Pipe Line 
Company constitute and are an integrated system supply- 
ing gas to the customers located on both lines and located 
in the southern and midwestern states; that Trunkline Gas 
Company delivers the major portion of its supply of nat- 
ural gas to Panhandle Eastern Pipe Line Company at 
Tuscola, Illinois where the two pipe line systems are con- 
nected; that Panhandle Eastern Pipe Line Company is the 
sole source of supply to your petitioner for meeting the 
natural gas requirements for consumers in the areas 
served; and that a substantial portion of the natural gas 
received by petitioner originates with and is transported 
through the pipe line of said Trunkline Gas Company and 
delivered to Panhandle Eastern Pipe Line Company at Tus- 
cola, Illinois and transported by Panhandle for delivery 
to petitioner. 


4. That your petitioner is presently limited as to the 


maximum amount of gas available to it for service to its 
customers in said areas and 


7813 


that there are substantial demands from all classes of cus- 
tomers being served by your petitioner in said areas for 
additional supplies of natural gas. 
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(7818) 


5. That the construction of the facilities proposed to be 
constructed in the above entitled application and the in- 
creased supplies of natural gas to become available thereby 
and from the sources described in said application will 
materially increase the quantities of gas available to Pan- 
handle and its subsidiary Trunkline for resale to existing 
customers; and that your petitioner should be permitted to 
participate in the increased supply of natural gas to become 
available to said integrated system as aforesaid. 


Wuererore, petitioner, Battle Creek Gas Company, re- 
spectfully petitions this Honorable Commission that it be 
permitted to intervene in the proceedings in the said 
Docket G-15394; that it be made a party thereto and be 
authorized to participate and be fully heard therein; that it 
be permitted to take such other and further steps as may 
be helpful to this Honorable Commission and to protect its 
interests and the interests of the public being served by it; 
and that this petitioner be allocated a supply of gas from 
the increased supplies to become available pursuant to said 
application. 

Battie Creex Gas Company 


By D. M. Eckman 
D. M. Ecxman 
Vice President 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, William R. Connole, Arthur Kline 
and John B. Hussey. 


In the Matters of 


Trunkline Gas Company 
Docket No. G-15394 


Pan American Petroleum Corporation 
Docket No.G-15438 


Phillips Petroleum Company 
Docket No. G-15471 


Phillips Petroleum Company 
Docket No.G-15472 


Union Oil Company of California 
Docket No. G-15485 


Union Oil Company of California 
Docket No. G-15486 


Union Oil Company of California 
Docket No. G-14587 


Michigan Gas Storage Company 
Docket No. G-15827 


The Superior Oil Company 
Docket No. G-16147 


Nicklos Oil & Gas Company 
Docket No. G-16222 


Tidewater Oil Company 
Docket No. G-16267 
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Pan American Petroieum Corporation 


Docket No. G-16501 


Pan American Petroleum Corporation 


Docket No. G-16502 


Order Permitting Intervention 
(Issued November 13, 1958) 


Petitions seeking leave to intervene in one or more of 
the above-entitled consolidated proceedings were filed by 
the parties named below, on the dates designated: 


Petitioner 


Battle Creek Gas Company 

Consumers Power Company 

City of Kevil, Kentucky 

City of Arlington, Kentucky 

City of Barlow, Kentucky 

Michigan Gas Utilities Company 

Central Illinois Light Company 

The Board of Mayor and Alderman of 
Mason, Tennessee 

Illinois Power Company 

Central Hlinois Public Service Company 

Citizens Gas Fuel Company 

National Coal Association, United Mine 
Workers of America, and 
Fuels Research Council, Ine. 

Michigan Consolidated Gas Company 


8005 


Date Filed 


October 10, 1958 
October 31, 1958 
October 31, 1958 
October 31, 1958 
October 31, 1958 
October 31, 1958 
November 3, 1958 


November 3, 1958 
November 3, 1958 
November 3, 1958 
November 3, 1958 


November 3, 1958 
November 3, 1958 


On October 21, 1958, Trunkline Gas Company, one of the 
applicants herein, filed an answer and objection to the 
above-mentioned petition to intervene filed by Battle Creck 
Gas Company. Said answer and objection have been con- 


sidered. 


(8005) 
The Commission finds: 


The participation of the above-named petitioners may be 
in the public interest. 


The Commission orders: 


The above-named petitioners be, and they hereby are 
permitted to become interveners in the above-entitled pro- 
ceding, subject to the rules and regulations of the Com- 
mission: Provided, however, that the participation of such 
interveners shall be limited to matters affecting asserted 
rights and interests specifically set forth in such petitions 
for leave to intervene: and Provided, further, that the ad- 
mission of such interveners shall not be construed as rec- 
ognition by the Commission that they might be aggrieved 
because of any order or orders of the Commission entered 
in this proceeding. 

By the Commission. 
J. H. Gurreme, 
Secretary 
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Unrrep Stares oF AMERICA 
FeperaL Power Commission 


Decision 
In the Matters of 
Trunkline Gas Company 
Docket No. G-15394 
Michigan Gas Storage Company 
Docket No. G-15827 
Pan American Petroleum Corporation 
Docket No. G-15438 
Phillips Petroleum Company 
Docket No. G-15471 


Phillips Petroleum Company 
Docket No. G-15472 


Union Oil Company of California 
Docket No. G-15485 


Union Oil Company of California 
Docket No. G-15486 

Union Oil Company of California 
Docket No. G-15487 

The Superior Oil Company 
Docket No. G-16147 
Nicklos Oil and Gas Company 
Docket No. G-16222 
Tidewater Oil Company 

Docket No. G-16267 


Pan American Petroleum Corporation 
Docket No. G-16501 


(8179) 
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Pan American Petroleum Corporation 
Docket No. G-16502 


J. S. Michael Company 
Docket No. G-16551 


J. S. Michael 
Docket No. G-16570 


Upon Applications for 
Certificates of Public Convenience and Necessity 


(Issued April 1, 1959) 
(8182) 


Haut, Presiwixc Examryer: This case originated with 
the filing of fifteen interrelated applications by ten appli- 
cants seeking certificates of public convenience and neces- 
sity, pursuant to Section 7 of the Natural Gas Act, author- 
izing (1) the expansion and extension of Trunkline Gas 
Company’s (Trunkline) existing transmission system to 
provide natural gas service to Consumers Power Company 
(Consumers) of Jackson, Michigan, (2) sales and deliveries 
of natural gas by eight independent producers to Trunk- 
line from Texas and Louisiana fields, and (3) transpor- 
tation service by Michigan Gas Storage Company (Storage 
Company) for Consumers through existing facilities. 

The purpose of the construction, sales and service pro- 
posed herein is to enable Trunkline to sell Consumers, 
which is not now a customer of Trunkline, up to 135,000 
Mef daily for resale in approximately 300 communities 
served by Consumers in twenty-nine counties in the lower 
peninsula of Michigan. Consumers renders gas service to 
approximately 460,000 customers. There are about 2,400,000 
people residing in its service area. The principal cities 
served with gas by Consumers are Kalamazoo, Jackson, 
Lansing, Bay City, Saginaw, Flint and Pontiac. 

The 135,000 Mcf expansion of Trunkline’s system pro- 
posed in Docket No. G-15394 is to be accomplished by the 
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partial looping of Trunkline’s existing transmission system 
and the extension of that system some 204 miles from its 
present terminus at Tuscola, Illinois to the Michigan- 
Indiana border near Vistula, Indiana where it will connect 
with gas transmission facilities to be constructed by Con- 
sumers. Consumers plans to develop and convert two fields 
(Overisel and Northville) in Michigan to storage oper- 
ations by 1960 and to store Trunkline gas there during off- 
peak periods to facilitate operations and enable it to take 
gas from Trunkline at approximately 100 percent load 
factor. 

Storage Company, owned by Consumers (75%) and 
Panhandle Eastern Pipe Line Company (Panhandle) 
(25%), is a natural gas company presently purchasing all 
of its gas supply from Panhandle in Michigan (10 F.P.C. 
at 201-202).1 Storage Company owns and operates a gas 
transmission system and three gas storage fields (Winter- 
field, Cranberry Lake and Riverside) in Michigan and pro- 
vides gas service on a cost-of-service basis to Consumers, 
which is its sole customer. Its application in Docket 
No. G-15827 seeks authority to utilize its presently in- 
stalled facilities to transport to Consumers a portion of 
the 
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gas which Consumers proposes to purchase from Trunk- 
line. Approval of the applications herein would result in 
Consumers obtaining practically its entire gas supply 
either directly or indirectly from Trunkline or its parent, 
Panhandle.? Panhandle obtains a substantial portion of its 


Storage Company purchases its gas from Panhandle pursuant to 
terms of two service agreements dated October 6, 1955, which are on 
file with the Commission, and which provides for the delivery of 77.235 
billion cubic feet of gas per year. In addition Consumers has for sev- 
eral years received 6,000,000 Mcf annually as excess gas from Pan- 
handle. 


74 relatively minor portion of Consumers’ gas supply is obtained by 
it from producing fields in Michigan. 
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gas supply from Trunkline ::i Tuscola. Trunkline’s pres- 
ent proposal to extend its facilities to serve one of Pan- 
handle’s present customers is contrary to Trunkline’s his- 
tory. In the past Trunkline has resisted attempts of 
potential customers to obtain gas supplies from its system. 

The other thirteen applications filed by eight independ- 
ent producers are for authority to sell and deliver natural 
gas to Trunkline, such gas being relied upon by Trunkline 
to support its proposed 135,000 Mef expansion program. 
The gas proposed to be sold by Trunkline will be produced 
in Brazoria and Galveston Counties in Texas, offshore 
Cameron and Vermilion Parishes in Louisiana, and on- 
shore in Vermilion Parish. The initial price in the Texas 
contracts is 20 cents per Mef, and the Louisiana contracts 
22 cents per Mef. 

Pursuant to certificates issued by the Commission Trunk- 
line owns and operates a pipeline system extending in a 
northeasterly direction from its sources of gas supply in 
Texas and Louisiana through Arkansas, Mississippi, Ten- 
nessee, Kentucky and into Illinois to its present terminus 
at Tuscola (9 F.P.C. 721). At that point its transmission 
system connects with that of Panhandle. With the excep- 
tion of minor sales made by Trunkline to some twenty 
distributors serving communities along the route of its 
pipeline and comprising about 10% of its business, all of 
Trunkline’s present supply of gas is delivered and sold 
to Panhandle at Tuscola.* 

Under its plan of operation, Trunkline would continue to 
make deliveries to Panhandle at Tuscola and would make 
its deliveries to Consumers at the Indiana-Michigan bor- 
der. The average proposed charge per Mef of gas delivered 


>The volumes of gas purchased by Panhandle from Trunkline and 
the volumes of gas which Panhandle obtains from its sources of supply 
in the Panhandle-Hugoton area are transported through Panhandle’s 
pipeline system and delivered to its customers, with a large portion of 
Panhandle’s sales being made to customers at points north and east 
of the interconnection with Trunkline at Tuscola. 
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to Consumers is 4534 cents (at 100% load factor) and is 
based upon the entire incremental cost of Trunkline’s 
project proposed herein. This compares with the present 
rate of 27 cents per Mef to Panhandle and its other cus- 
tomers which Trunkline proposes to continue in effect 
after completion of its expansion program. 

Trunkline’s application represents the first step in the 
proposed expansion of its facilities to provide 200,000 
Mef per day to Consumers commencing October 1, 1963. 
Its application here provides that the maximum daily con- 
tract quantity or contract demand will be 
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100,000 Mef per day beginning October 1, 1959, increas- 
ing to 125,000 Mef per day beginning October 1, 1960 
and to 135,000 beginning October 1, 1961. This sale is to 
be made pursuant to a letter agreement between Trunkline 
and Consumers dated June 25, 1958, and a service agree- 
ment of the same date, which provides for delivery by the 
former to the latter of annual increases of 25,000 Mef per 
day up to a maximum of 200,000 Mef per day by October 
1, 1963. According to the evidence, the 200,000 Mef will 
not completely relieve the shortage of gas in Consumers’ 
service area. The filing and approval of an additional ap- 
plication would, of course, be required in connection with 
the contemplated increase in the deliveries by Trunkline 
to Consumers from 135,000 Mef to 200,000 Mcf per day. 


Procedural Background 


The fifteen applications were consolidated for hearing 
held November 17-20, December 8-16, 1958 and February 
2-9, 1959. The record made during the seventeen-day hear- 
ing covered the testimony of numerous witnesses and 
consisted of 2500 pages of transcript, 53 exhibits, and 
many items incorporated by reference to the official files 
of the Commission. 
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Counsel for Trunkline, 13.:: during the hearing and at 
the conclusion thereof, moved for waiver of the intermedi- 
ate decision procedure. These motions, concurred in by 
Consumers and opposed by Staff counsel were denied by 
orders of the Commission issued December 23, 1958 and 
February 19, 1959. In so doing the Commission deter- 
mined that the ‘‘Proper administration of the Natural Gas 
Act requires * * that the initial determination of the ques- 
tions presented in these consolidated proceedings be made 
by the Presiding Examiner.’? The Commission’s order, 
however, recognized the need for a prompt decision in these 
proceedings and requested the Examiner ‘‘to expedite his 
decision.”’ 

At the close of the hearing the Examiner fixed March 
2, 1959 as the date for filing of simultaneous main briefs; 
March 16, 1959 as the date for filing reply briefs. However, 
these dates, by the Commission’s order issued February 
19, 1959, were changed respectively to February 26 and 
March 9, 1959. Briefs have been filed on behalf of Trunk- 
line, Consumers and Storage Company, Pan American 
Petroleum Corporation (Pan American), Union Oil Com- 
pany of California (Union), Phillips Petroleum Company 
(Phillips), Nicklos Oil & Gas Company (Nicklos), The Su- 
perior Oil Company (Superior), Tidewater Oil Company 
(Tidewater), Michigan Gas Utilities Company (Michigan 
Gas), Michigan Consolidated Gas Company (Michigan Con- 
solidated), Michigan Publie Service Commission, Illinois 
Power Company (Illinois Power), Battle Creek Gas Com- 
pany (Battle Creek), Cities of Kevil, Arlington and Bar- 
low, Kentucky, Central Illinois Public Service Company 
(Central Illinois), and Commission Staff counsel. J. S. 
Michael and J. S. Michael Company are the only applicants 
which failed to file briefs. 


269 
(8185) 


(8185) 


Consumers’ Market Requirements, Proposed Facilities, 
Operations and Financing 


Because Consumers is not subject to the Commission’s 
jurisdiction it seeks no authorizations in this proceeding. 
Its intervention was for the purpose of supporting the ap- 
plications filed herein by presenting evidence as to (1) its 
increasingly critical need for a new gas supply to serve 
additional space heating load and to meet deficiencies in 
the supply required to serve its existing customers, and 
(2) its plans relating to construction of facilities in Michi- 
gan, operations, financing, et cetera. 


Market Requirements. The evidence in this case concern- 
ing the need of Consumers for additional quantities of 
gas established without question that Consumers’ situa- 
tion is becoming more and more critical; that there has in 
fact been a shortage of gas supply in its service area since 
the end of World War II despite its continuing efforts to 
obtain requisite additional supplies. 

As Consumers’ Executive Vice President testified, Con- 
sumers accepted the Trunkline proposal after investigat- 
ing and exhausting all other possibilities of obtaining the 
requisite additional supply. Consumers’ unsuccessful ne- 
gotiations with Panhandle were carried on during 1956. 
In the spring of 1957 the President of Trunkline ‘went 
to Consumers * * * to see if they were interested in ob- 
taining a supply of gas from Trunkline.’? Trunkline’s 
negotiations with Consumers led to an agreement entered 
into in January, 1958. However, because of difficulties en- 
countered in readily assembling the necessary gas supply, 
this initial agreement was superseded by the agreement 
dated June 25, 1958, to provide Consumers with 200,000 
Mef per day by October 1, 1963. While this agreement 
would not completely relieve the shortage of gas in Con- 
sumers’ area, the combination of this gas supply and the 
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additional 13.3 billion cubie feet of gas per year which 
Storage Company has contracted to purchase from Pan- 
handle (as a result of the abandonment proceedings in 
Docket No. G-11061) is expected to relieve the shortage 
in Consumers’ service area through 1962. 

Consumers’ customers are currently being served 
through excess off-peak deliveries from Panhandle and 
depletion of storage field reserves. It has restricted the 
attachment of space heating units continuously since 1946 
because of its limited gas supply. As of December 12, 1958, 
it had on file over 127,000 unsolicited space heating appli- 
cations which it could not accept. Consumers estimates its 
annual sales for the years 1959 through 1962 (assuming the 
receipt of the proposed Trunkline supply and an additional 
13.3 billion eubie 
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feet from Panhandle) at 100,448,000 Mef, 116,958,000 Mef, 
128,619,000 Mef and 137,613,000 Mef, and estimates that 
its peak day sendout in the 1959-1960, 1960-61 and 1961-62 
winters will be respectively, 707,946 Mef, 815,721 Mef and 
869,072 Mcf. This means that Consumers’ annual sales 
will increase from 82,506,000 Mef experienced in 1957 to 
137,613,000 Mef in 1962, an increase of over 55 billion cubic 
feet, and that its peak day sendout will increase from the 
574,990 Mef experienced in the 1957-1958 winter to 869,072 
Mef in the 1961-1962 winter, an increase of approximately 
294 million cubic feet. The record also shows that receipt 
of the Trunkline gas by itself would permit Consumers to 
attach a total of 138,000 new space heating customers 
over the next four years. 

The Executive Vice President of Consumers testified that 
‘‘The additional supply of gas provided for in the applica- 
tion filed by Trunkline * * will permit the Company to 
meet the requirements of its present customers and also 
will make it possible for the Company to render additional 


271 


(8186) 


space heating service to many thousands of people through- 
out our service area. He further testified that ‘‘Even if 
Storage Company is able to continue purchasing approxi- 
mately 6 billion cubic feet of excess off-peak gas annually 
from Panhandle * *, which of course is not certain, the 
requirements of Consumers’ * * presently connected load 
could only be met through the 1959-1960 winter period and 
this would require substantial net withdrawals from and 
increasingly serious reductions in storage field reserves. 
Accordingly, if an additional gas supply is not made avail- 
able to Consumers * * by 1960 it will be necessary for the 
Company in that year to put into effect and maintain a 
100% restriction on the attachment of any additional loads, 
and, in addition, put into effect substantial and increasing 
curtailment of its presently connected firm industrial loads. 
This will have a disastrous impact on the personal and 
economic welfare of the people and industry throughout 
our service area.”’ 

It is found that the record demonstrates that the public 
need and market requirements for natural gas are critical 
in Consumers’ service area and that Consumers has a 
need for the gas which it has contracted to purchase from 
Trunkline. 


Facilities. Consumers plans to develop and convert 
Overisel and Northville fields to storage operations by 
1960; construct and operate additional facilities; and inte- 
grate some of its proposed operations with those of Storage 
Company. 

The major facilities proposed by Consumers are as 
follows: 


(1) Approximately 121 miles of 26-inch pipeline from 
the connection with Trunkline at the Indiana-Mich- 
igan border to the Northville field. 


272 


(8187) 


(8187) 


(2) Approximately 20 miles of 24-inch pipeline from 
Northville field to Clarkston Junction. 


(3) Approximately 85.3 miles of 24-inch pipeline from 
the Overisel field to Kalamazoo, Michigan. 


(4) Approximately 41.5 miles of 1234-inch pipeline from 
from the Overisel field to Kalamazoo, Michigan. 


(5) Two compressor stations of 5,400 installed horse- 
power each, one to be installed in the Northville 
field and the other in the Overisel field. 


Consumers has obtained certificates of public convenience 
and necessity from the Michigan Public Service Commis- 
sion to construct and operate the pipelines and compressor 
facilities required to transport, market and store the pro- 
posed Trunkline supply. 

Operations: As stated in the brief filed by counsel for 
Consumers, ‘‘Consumers will take delivery of the Trunk- 
line supply at the Indiana-Michigan border, near White 
Pigeon, Michigan, and transport it to Northville Field over 
a proposed 26-inch pipeline to be constructed by Consum- 
ers. Northville Field is located northwesterly of Detroit, 
near the City of Plymouth. At Northville Field, the Trunk- 
line gas will be recompressed at Consumers’ proposed 
5400 horsepower Northville compressor station, and dur- 
ing the colder months of the year, it will go directly to 
consumers in the Oakland, Macomb and Wayne Counties’ 
area adjacent to Detroit. During the warmer months of 
the year, the portion of the Trunkline supply which is 
not used to meet Consumers’ send-out in the tri-county 
area mentioned, will be transported through Consumers’ 
and Storage Company’s facilities to other market areas in 
Consumers’ service area or stored in Northville and Over- 
isel Fields for use in meeting Consumers’ larger send-out 
during the colder months of the year. Overisel Field is 
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located in Allegan County in the westerly portion of the 
lower peninsula of Michigan. The portion of the Trunk- 
line supply which is stored in Overisel Field will be trans- 
mitted through Consumers’ proposed 24-inch line north of 
Clarkston Junction. From Clarkston Junction, the gas will 
be transported over Storage Company’s existing facilities 
to Laingsburg Junction and then over Consumers’ pro- 
posed 24-inch line to Overisel Field. At Overisel Field, 
the gas will be recompressed by Consumers proposed 5400 
horsepower station and stored for use during the colder 
months of the year.’’ 

Development of Overisel and Northville Storage Fields. 
Consumers plans to convert Overisel and Northville fields 
to storage operations. These two fields constitute relatively 
minor sources of Consumers’ gas supply. To date they 
have been operated so as to produce gas when and 
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as required. Residual oil (which is non-commercial in 
grade and volume is present in the Overisel field but, ac- 
cording to Consumers’ witness, ‘‘is being produced and 
will in due course be cleared.’’? Northville produces oil 
and the oil in time will also be cleared from the working 
portions of this reservoir. Overisel has approximately 
6500 productive acres and the original recoverable reserves 
were estimated at 50 billion eubie feet. Northville has 
about 2650 productive acres and the original recoverable 
reserves were estimated to be 22 billion cubic feet. 

The fields would store gas received from Trunkline dur- 
ing the warmer months so that it can be withdrawn dur- 
ing peak periods and used, along with the supply being 
received from Trunkline, to meet Consumers’ winter re- 
quirements. Consumers estimates the cyclic capacity of 
Overisel for storage operations to be 18 billion cubic feet 
and that it will have a maximum deliverability of 200,000 
Mef per day; that the cyclic capacity of Northville will 
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be 8 billion cubic fect and that its maximum deliverability 
will be about 50,000 Mef per day. 

To evaluate the proposals of Consumers to activate the 
two storage fields, a Commission witness analyzed techi- 
cal data supplied by Consumers upon request. The data 
relating to Northville showed that the open flow of the 
wells in the field had deteriorated. That is to say the pro- 
due ability of the Trenton and Niagara formations to be 
used for storage at Northville deteriorated in performance 
characteristics 76.6 and 42.9 percent, respectively, between 
two separate groups of open flow tests considered com- 
parable. The witness testified that ‘‘One reason, and 
probably the principal reason for deterioration, which 
operates to reduce effective permeability is the presence 
of oil in the formation. The degree to which deterioration 
will continue beyond that just indicated is an open ques- 
tion.”’ 

The deterioration relating to Northville occurred over 
a two-year period for the Niagara and over a three-year 
period for the Trenton formation, after the wells had 
been acidized. The Commission witness concluded that 
Consumers would be required to drill more wells than the 
54 contemplated to attain the maximum deliverability of 
50,000 Mef from this field. In fact, he estimated that the 
field will require nearly four times as many wells as pro- 
posed in the Niagara formation and more than twice as 
many as proposed in the Trenton formation. Consumers’ 
storage field witness agreed that the studies of the Com- 
mission witness represented ‘‘a fair portrayal of the facts 
set forth therein’’ but on rebuttal emphasized the fact 
that ‘‘we do not propose to operate the field in the man- 
ner that it has been in the past after it has been converted 
to storage. * * [The Commission witness] does not take 
into account the effect of normal well maintenance in the 
field which is carried on as a routine operation in con- 
nection with storage operations’’. 
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As to the proposed development of the Overisel field, 
in which Consumers’ proposes to drill 186 wells, the Com- 
mission witness found it impossible to make a comparable 
analysis of this field because of the nature of the back 
pressure tests that Consumers made; that those tests were 
of such a nature that ‘‘a stabilization of conditions was 
not inherent in any of them”’’ and that they cannot be re- 
lated ‘‘one to the other * * in the manner that I have com- 
pared the tests for the Northville Field.’’ He therefore 
testified that ‘‘A conclusion can be made only on the 
basis of analogy—that is to say, on the basis of whether 
similar factors might exist in the Overisel Field as do 
exist in the Northville Field. And that similarity of factor 
is embodied in the fact that at Overisel there is residual 
oil which would have the same deteriorating effect, or a 
similar one, and possibly even greater—I am not sure— 
than the oil present in the Northville storage formations.”’’ 
He agreed, however, that because of the lack of proof 
‘it is impossible to say what that deterioration is.’’ 

The testimony of the Commission witness appears to 
have been offered for the purpose of indicating that Con- 
sumers had greatly underestimated the cost of the two 
storage fields, and that without additional wells or other 
means of restoring performance they cannot be operated 
in the manner proposed. On rebuttal Consumers’ storage 
witness testified that during the period that deterioration 
relating to Northville occurred ‘‘the field produced ap- 
proximately 8 billion cubic feet of gas, which is the storage 
or eyclic capacity that we propose to operate the field 
when it is converted to storage. During this period, the 
deliverability of the field has been satisfactory to meet 
the day-to-day production requirements for the company, 
and as a result it has presented no problems to the com- 
pany’’; that ‘‘During this period, approximately 400,000 
barrels of oil have been produced from the Northville field, 
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which, after it is converted to storage, will make room for 
approximately 11% billion eubie feet of gas more than has 
been originally withdrawn from the field.’’ 

Consumers’ witness took issue with the conclusions of 
the Commission witness because ‘‘we do not propose to 
operate the field in the manner that it has been operated 
in the past after it has been converted to storage”’. He 
further testified that the Commission witness ‘‘does not 
take into account the effect of normal well maintenance in 
the field which is carried on as a routine operation in con- 
nection with storage operations’’; and that Storage Com- 
pany does not drill extra storage wells to compensate for 
deterioration in the open flow thereof, but instead recondi- 
tions such wells ‘‘through cleaning, scraping, washing, 
acidizing, use of detergents and other means that restore 
the deliverability of the wells at a substantially lower 
cost than the drilling of additional wells.’ He also pointed 
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out that ‘‘Such a program, and the beneficial effects of the 
injections of gas into the field, will permit the storage 
program to operate as proposed.’’ This testimony stands 
unchallenged in the record as does his additional testi- 
mony to the effect that ‘‘In the case of Northville and 
Overisel Fields, a program of fracking the wells to increase 
the deliverability has been inaugurated, and experience 
indicates that fracking will increase deliverability by ap- 
proximately 400 percent. To date, this experience is con- 
fined to the Overisel Field, but the nature of the producing 
horizon is such that the same results maye be expected in 
both fields. There will, of course, be gradual deterioration 
of the wells after fracking, but the same general methods 
of testing, cleaning, treating, including occasional refrack- 
ing, will produce results in these two new fields comparable 
to those obtained in the present storage fields.”’ 
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A second witness, a con-uiting engineer and geologist, 
testified on rebuttal for Consumers. He approved the pro- 
posed plan of operating the two storage fields; testified 
that four abandoned oil fields in Texas are presently being 
operated as gas storage fields and that the injection of 
gas resulted in high deliverability by driving the oil away 
from the wells. Regarding the Northville Field he asserted 
that ‘‘following the injection of [storage] gas, it is my 
opinion that the deliverability of the wells will be restored 
and possibly greatly improved.’’ 

On the basis of the evidence of record it is found that 
the remedial operating program proposed to be established 
and maintained by Consumers would permit the program 
to operate substantially as proposed and without undue 
capital costs. 

Financing. Consumers’ construction of facilities required 
to transport, store and market the 135,000 Mecf of firm 
gas per day will require the expenditure of more than $31,- 
000,000, such construction to be carried out as a part of 
Consumers’ 1959 construction program estimated to cost 
between $115,000,000 and $120,000,000. Consumers’ pro- 
posed plan for financing this construction program con- 
templates that the portion thereof which is not financed 
by funds on hand will be paid for through the issuance 
of approximately $50,000,000 of additional securities. 

Consumers has followed a policy of annual construction 
programs. For example, its 1957 construction program 
cost about $110,000,000 and its 1958 program cost approxi- 
mately $90,000,000. The unfunded net property additions 
of Consumers presently amount to approximately $160,- 
000,000 and Consumers’ bonds enjoy the highest rating 
given to this type of security. A witness for Consumers 
testified that Consumers has encountered no difficulty in 
arranging for its 1959 financing program and expects none. 
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Authorization Sought By Storage Company 

Storage Company seeks authority (in Docket G-15827) 
to operate its existing facilities, in the manner hereinabove 
described, to transport for Consumers a portion of the 
gas which Consumers will receive from Trunkline. Such 
service will cause only a slight inerease in Storage Com- 
pany’s operating expenses. 

Storage Company is a subsidiary of Consumers and 
Panhandle. Its facilities in the area served by Consumers 
are adequate for the incidental deliveries of gas in con- 
nection with the overall program here involved. Because 
Consumers is Storage Company’s sole customer, and since 
the latter under the provisions of its cost-of-service tariff, 
passes all of its cost on to Consumers, the additional op- 
erating expenses occasioned by the transportation of 
Trunkline gas would have no adverse effect upon Storage 
Company earnings or income because this expense will 
be passed on and borne entirely by Consumers. 

It is clear that in the event the applications herein are 
granted, the use of Storage Company’s facilities in the 
manner proposed would be in the public interest in that it 
would avoid duplication of facilities and result in savings 
to Consumers and its customers. 
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Trunkline’s Proposed Facilities, Cost Of Construction, 
Design, Financing And Economic Feasibility 


Trunkline proposes to increase the design capacity of 
its system from 375,000 Mcf per day to 510,000 Mef per day, 
an increase of 135,000 Mef per day, by the construction of 
895.3 miles of pipeline and one compressor station addition 
as follows: 


(1) 204 miles of 26-inch pipeline to extend Trunkline’s 
mainline transmission system from a point near 
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its present terminus ut Tuscola, Illinois to the In- 
diana-Michigan state border near Vistula, Indiana. 


463.8 miles of 30-inch pipeline to loop portions of 
the 740 miles of Trunkline’s existing 24-inch main 
transmission line between Longville, Louisiana and 
Tuscola, Illinois. Construction of this 463.8 miles 
of 30-inch loop would leave 276.2 miles of the exist- 
ing 24-inch pipeline to be looped with 30-inch pipe 
in a subsequent overall expansion program or pro- 
grams which Trunkline has in mind and which deter- 
mined the diameter of the 30-inch loop proposed 
herein. 


44.5 miles of 24-inch pipeline to loop portions of 
Trunkline’s pipeline in Texas. 


Gathering lines in the states of Texas and Louisiana 
consisting of 143 miles of 12, 14, 16 and 20-inch lines, 
and 40 miles of 4, 6, 8 and 10-inch lines to connect 
additional gas supplies under contract to Trunkline. 


3,000 additional horsepower at Trunkline’s existing 
compressor Station No. 48 at Longville, Louisiana. 


The evidence shows that if these facilities are added and 
integrated into Trunkline’s overall system operations, 
Trunkline would be able to deliver maximum contract 
quantities to all of its customers. 

Completion of the additional facilities would make the 
operation of Trunkline’s system more flexible, with the 
gas reserves from all sources of supply being made more 
readily available to maintain deliveries at all points of 
demand. 

Cost. The total estimated cost of the initial partial loop- 
ing program here involved is $81,458,000. This estimated 
cost of facilities was based upon Trunkline’s experience, 
or the experience of others, 
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in the same or similar areas, recent purchasing experi- 
ence and current quotations from manufacturers, including 
freight charges. The estimated cost also includes a con- 
tingency allowance to cover possible increases in cost. 

After the cost estimate was prepared the price of pipe 
increased $5.00-$6.00 per ton. This increased the total 
cost of pipe by $1,133,000—an amount well within the 
contingency allowance of $3,026,000. 

Design. While the proposed facilities represent the first 
step in the expansion of Trunkline’s facilities to provide 
200,000 Mef per day to Consumers commencing October 
1, 1963, and will be fully utilized in the third year of op- 
eration, they also represent the first step in an overall ex- 
pansion program which envisages a complete looping of 
Trunkline’s mainline facilities to provide capacity for 
future sales. When and if the looping is completed and 
fully powered as a result of future Commission authoriza- 
tions the mainline facilities now proposed would achieve 
their greatest economic benefit, they being designed to fit 
economically into future expansion. As Trunkline’s chief 
engineer testified, ‘‘The thing of concern is the economies of 
the completed loop and when it is powered up to its best 
economic point. * * So the ultimate capacity and its costs 
are really what determines the diameter rather than any 
incremental building program.’’ 

Trunkline’s system is now, and if expanded in the man- 
ner proposed herein, will continue to constitute an inte- 
grated system for the purchase, gathering, transmission 
and sale of natural gas. The new facilities cannot be, and 
are not intended to be, operated in isolation from Trunk- 
line’s existing system. They can only be utilized along 
existing facilities for general system purposes. 

In view of the complete control which Panhandle exer- 
cises over Trunkline, it is apparent that the Trunkline’s 
actions in this case are determined by, and fully accord 
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with, the desires and wishes of Panhandle. Furthermore, 
the evidence in this proceeding has shown clearly that the 
systems of Trunkline and Panhandle are in fact completely 
coordinated and operated as one integrated natural gas 
system. However, for unexplained reasons, Panhandle 
failed to intervene in this proceeding (as it has done in 
others affecting Trunkline and thereby foreclosed any 
opportunity on the part of counsel for the Commission and 
the intervenors to inquire into Panhandle’s future plans 
for Trunkline and also the failure of Panhandle in the 
past to adequately provide natural gas service to its custo- 
mers, which failure is well known, particularly to Panhan- 
dle’s customers. One of those 
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customers, namely, Michigan Consolidated, while not op- 
posing Trunkline’s proposed exansion in this proceeding, 
could not ‘‘help noting that it is exceedingly regrettable 


that this project [Trunkline’s proposed expansion] was not 
conceived and executed on the basis of making added 
volumes of gas available to all Panhandle customers in 
an equitable manner rather than to a single customer 
on the basis of private negotiations. Apparently, however, 
Panhandle’s desire to maintain the appearance of unsat- 
isfied demands on its overall system for the purpose of 
its abandonment case [Panhandle’s Docket No. G-11061] 
outweighted its obligation to use this readily available gas 
to render adequate and non-discriminatory service to all 
of its customers.’’ 

The record is lacking in any explanation as to why Pan- 
handle did not cause Trunkline at this time to seek author- 
ity to completely loop, or to extend its looping program 
beyond what is here proposed, in order to provide not only 
for the needs of Consumers but also the present needs of 
other customers of Trunkline and Panhandle whose needs 
are as pressing as those of Consumers. 
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It is true, as counsel for Ty nkline state in attempting 
to justify Trunkline’s present partial looping program, 
that ‘‘Every increase in the capacity of a growing pipeline 
system is but a step in overall future expansion. First 
comes the main line; then the power of that line; the partial 
looping and further looping or powering, whichever is 
more economical. This process is repeated until, eventu- 
ally, multiple loops are built, sometimes as many as four 
in number.”’ But it should likewise be true that distributors 
depending upon existing pipelines for service should have 
their requirements met currently with special preferences 
or privileges to none. 

Trunkline’s partial looping program here being carried 
out under Panhandle’s guidance for service to a single 
customer is to be contrasted with the annual construction 
programs adhered to by other pipelines for service to all 
customers—both old and new—under uniform or equitable 
rates. Here Trunkline and Panhandle, instead of currently 
providing for the needs of their customers have delayed 
adequate service to Consumers until Consumers’ plight 
has progressed to the point that it feels that it has no 
alternative but to agree to accept their brand of rate mak- 
ing and the high field prices of producer-applicants for gas 
to obtain additional service that should have, and appar- 
ently by timely action on the part of either or both Pan- 
handle and Trunkline could have, been supplied over the 
past years of short supply—when field prices for gas and 
costs of construction and operation were considerably 
lower than now. 
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The evidence establishes that the design of Trunkline’s 
proposed facilities represent sound engineering for con- 
structing partial loops and compression; that the facilities 
are adequate for the purposes they are intended to ac- 
complish ; and that the estimated cost thereof is reasonable. 
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Financing And Economic Feasibility. Trunkline plans 
to finance the expansion of its system by the issuance of 
$54,000,000 principal amount of first mortgage bonds, $16,- 
000,000 preferred stock and $12,000,000 common stock. All 
of the common stock is to be sold to Panhandle which has 
completed arrangements for the funds necessary to make 
the stock purchase. It is estimated that on the basis of 
present market conditions the first mortgage bonds will 
carry a 5% coupon rate and that the preferred stock will 
have a 5%4 dividend rate. 

Two witnesses familiar with Trunkline’s proposed ex- 
pansion and its financing plan, namely, a vice-president and 
treasurer of both Trunkline and Panhandle, and a senior 
partner of the firm of Kidder, Peabody & Company, testi- 
fied in support of the proposed plan of financing. Both tes- 
tified that this plan, which is similar to that employed by 
other pipeline companies in financing expansion programs, 
could be accomplished. 

Trunkline claims that the feasibility of its proposed ex- 
pansion is fully established by the studies of estimated 
revenues, expenses and income presented through its con- 
troller; that based on the rates proposed by Trunkline for 
the sale to Consumers, the estimated rate of return for the 
new sales and facilities is 4.48% in 1960, 5.73% in 1961, 
and 6.29% in 1962; that on a system-wide basis, incor- 
porating the sales and facilities proposed in this proceed- 
ing, and assuming a return of 6% on Trunkline’s present 
facilities, the estimated overall rate of return is 5.28% 
in 1960, 5.87% in 1961 and 6.14% in 1962. It is pointed out 
in this connection that Trunkline’s feasibility studies do 
not include any revenues from 35,000 Mef of daily capa- 
city expected to be available for sale in the first year of 
operation of the proposed facilities and 10,000 Mef in the 
second year, and, therefore, the rates of return shown in 
the feasibility studies for the years 1960 and 1961 are con- 
servative. 


284 
(8195) 


While the Commission st27 Joes not agree with Trunk- 
line’s incremental cost allocation method, preferring in- 
stead a system-wide or rolled-in cost method (which would 
shift some of the proposed expansion and additional gas 
costs to Trunkline’s existing customers), it seems clear 
that a proper rate can be designed to make the expansion 
program economically feasible. 
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It is therefore found that Trunkline’s project is finance- 
able and economically feasible at a price for gas which 
would recover the cost of the proposed service, including 
a reasonable rate of return. 


Trunkline’s Proposed Tariff And Rates 


Trunkline’s application and evidence contemplated the 
sale of the entire firm capacity of its expanded project, up 
to 135,000 Mef of firm gas per day, to Consumers under its 
initial Rate Schedule P-2 rather than under a rolled-in 
rate which would also be applicable to sales to Panhandle 
and its other customers. However, Trunkline now pro- 
poses the sale of 6,000 Mef per day to Michigan Gas under 
Rate Schedule P-2 ‘‘if the Commission should find that 
the public convenience and necessity requires that Michi- 
gan Gas * * be allocated 6,000 Mef per day from the 133,- 
000 Mef additional capacity proposed in this proceeding.”’ 

Because Trunkline expects to have available during the 
first two years of service excess gas over and above the 
contract demands specified in its service agreement, which 
might possibly be sold to Consumers, it also proposes to 
make available to Consumers, on a when, as and if avail- 
able basis, such excess gas under its initial Rate Schedule 
R-2. Deliveries of excess gas to Consumers are to be made 
pursuant to ‘‘advance operating arrangements’’ at a rate 
of 4534 cents per Mef. Trunkline, of course, could deliver 
the excess gas to its parent, Panhandle, which is in short 
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supply, and if it does it proposes to sell the excess gas to 
Panhandle at the current rate of 27 cents per Mef—not the 
4334 cent rate Consumers would be charged. As Trunk- 
line’s President testified, ‘‘we would * * hope to sell it 
[the excess gas] to someone because that is the period 
when the rate of return is at its lowest * *.’’ 

Rate Schedule P-2 provides for a demand rate of $3.75 
per month per Mef of contract demand and a commodity 
charge of 34 cents per Mef, which results in an average 
charge of 4534 cents per Mef at 100% load factor. As 
indieated above, the rate under Rate Schedule R-2 for 
excess gas sales to Consumers is also 45°%4 cents per Mef. 

Rate Schedule P-2 also provides for an annual minimum 
bill equal to the sum of the monthly demand charges plus 
a commodity charge based upon 95% use of the contract 
demand. Trunkline’s position in this connection is that 
the ‘‘minimum bill at this level is required because the 
minimum take-or-pay obligations of Trunkline under its 


gas purchase contracts for the sale to Consumers Power 
approximates the daily contract demand of 135,000 Mef 


proposed in this proceeding * *. Moreover, with the com- 


modity charge including a substantial portion of the fixed 
costs and with the rate being computed on the basis of 
the third year costs and reflecting 100% utilization of 
capacity, earnings can only go downward. Accordingly, 
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the minimum bill provision as proposed is no more than 
required to provide Trunkline with necessary protection.”’ 
While there can be no question but that this annual mini- 
mum bill provision is designed to provide protection to 
Trunkline, and that the minimum take-or-pay obligations 
of Trunkline under its gas purchase contracts are designed 
to provide protection to the producers, there is no provision 
in the service agreement affording similar or concurrent 
protection to Consumers against a recession or fall-off 
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in business, or against a failure to realize estimated sales, 
which the parties apparently expect to occur. Accordingly, 
it appears that the arrangements between the producer- 
applicants and Trunkline, and between Trunkline and Con- 
sumers, were designed with the major purpose in mind 
of avoiding the effect upon their future earnings of the 
possibility, and indeed the probability, of financial losses 
attributable to this arrangement since as Trunkline’s coun- 
sel have stated ‘‘earnings can only go downward’’ during 
the contract period. The other side of this coin is that when 
the losses oceur—and assuming Consumers is able to 
weather the expected periods of distress—they will be 
avoided by the producers and Trunkline and will, if pos- 
sible, be loaded on the back of Consumers’ customers con- 
tinuing to receive gas service, since it is unreasonable to 
expect Consumers to accept losses without making a deter- 
mined and possibly justifiable attempt to protect its se- 
curity holders by securing higher rates for the gas it is 
able to sell. 

The Assistant Chief of the Commission’s Bureau of 
Rates and Gas Certificates, presented as the Staff’s policy 
witness on rate matters, testified that the high minimum 
bill proposed by Trunkline is unknown in the industry and 
that if a certificate is granted to Trunkline its proposed 
minimum bill in Rate Schedule P-2 should be reduced to 
a more reasonable and equitable basis, namely, an annual 
minimum bill equal to the sum of the monthly demand 
charges plus a commodity charge based on 75 instead of 
95 percent use of the contract demand. This recommenda- 
tion, accepted by the Examiner, must, of course, carry 
with it a comparable modification of the producer-contract 
provisions, for all parties must bear their share of the risk 
of loss—not impose all the risk-taking upon distributors 
and consumers. Natural gas producers and pipelines may 
not be permitted to rely upon guarantees so as to take 
the loss out of a profit-and-loss system for every public 
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utility ‘‘assumes the risk of loss in the hope of profit’’ 
(Puget Sound P. é L. Co. v. F. P. C., 137 F 2d 701, 702). 

It may be observed here that while producers have their 
own problems in trying to realize the best rates they can, 
they must do so with safety to the distributor so that they 
(the producers) can in turn continue their sales to dis- 
tributors and, in the public interest, sustain the whole of 
the natural gas industry. For this reason it is becoming 
more and more necessary for those seeking higher rates, 
and means of sustaining the higher rates regardless of 
economic conditions, to provide a clear and proper justi- 
fication at the outset therefor which holds out hope of 
stability within the industry. 

The costs allocated by Trunkline to the additional service 
proposed to be rendered are claimed to represent all costs 
applicable to the new facilities and service and are re- 
ferred to as ‘‘ineremental costs.’’ 
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One of the issues presented in connection with Trunk- 
line’s proposed tariff and rates is whether the cost of the 
proposed expansion should be allocated to those receiving 
the 135,000 Mef of additional capacity on an incremental 
cost basis, as proposed in Trunkline’s service agreement 
and agreed to by Consumers, or on a system-wide or rolled- 
in cost basis, as proposed by staff counsel. If the rates for 
the 135,000 Mef are to be based upon the incremental costs 
attributed to such service, the 4534 cent rate to Consumers 
would be substantially higher than the current 27 cent 
rate charged by Trunkline to its present customers and 
which Trunkline seeks to continue in effect. 

Since other pipelines are continuously building new 
facilities and rolling the cost thereof into overall rates, 
it is obvious that Trunkline could do the same thing with 
Panhandle’s permission. The difference between the Trunk- 
line-Panhandle proposal herein and the course followed 
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by others is that Trunkline and Panhandle appear to pre- 
fer to favor their own affiliated interests in preference to 
timely and adequate service to their customers. It was, 
of course, to be expected that Panhandle and its customers 
would complain of a rolled-in rate without benefits aceru- 
ing to them. But why are Trunkline and Panhandle not 
at this time attempting to satisfy the needs of all of their 
customers instead of only one? If Trunkline can lengthen 
the looping of its main line in the future and achieve trans- 
portation economies by moving greater quantities of gas 
through its system, why is it not proposing to do the same 
thing today in view of the clear need for gas? Until these 
and other questions are satisfactorily answered there is 
no reason to look favorably upon Trunkline’s purported 
justification for its failure to advocate a rolled-in rate 
structure in this proceeding. 

Obviously Trunkline’s parent, Panhandle, would be in 
a better competitive position if it continued to purchase 
gas from Trunkline at 27 cents per Mef and at the same 
time had accruing to it the benefits of a greater gas supply 
and flexibility of system operations at Consumers’ ex- 
pense. But Panhandle cannot in this proceeding be heard 
to complain of the effects of a rolled-in rate. This is so 
for two principal reasons. First, the fact that Panhandle 
is not now proposing to purchase additional gas from 
Trunkline is a matter of its own choosing. Second, Pan- 
handle had no hesitancy in seeking and obtaining Com- 
mission approval (in Docket G-11061) of its abandonment 
of the sale of natural gas to Michigan-Consolidated, thereby 
making it necessary for Michigan-Consolidated to seek 
a rate increase which it estimates will be at least $5,400,000 
annually because of the loss of the Panhandle gas and the 
purchase of gas from other suppliers. There can be no 
such have-your-cake-and-eat-it-too policy adopted and fol- 
lowed for regulatory purposes. It is difficult to perceive 
of a more inconsistent position than for Panhandle to 
cause Michigan Wisconsin and its customers to incur such 
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increased cost while, at the same time, objecting to a rolled- 
in rate resulting from the performance of its pipeline 
function and obligation. 


(8199) 


In Trunkline’s view, a cost allocation based on specific 
facilities and specific sources of gas is the proper way to 
reach just and reasonable rates in the circumstances of 
this case, and it asserts that such specific facilities and 
specifically identifiable gas are capable of separate ad- 
measurement. Trunkline, however, does not claim that 
the facilities and additional gas purchases are dedicated 
to the deliveries to be made to Consumers and Michigan 
Gas, nor was the President of Trunkline in a position to 
testify that the cost of Trunkline’s facilities involved in 
this proceeding will not, at some future time, be rolled-in 
with its other costs. As he testified: ‘‘If we should have 
another expansion program in two or three years and at 
that time was giving Panhandle gas, and giving Consumers 
more gas and other people, I think, at that time we would 
have to look at the conditions that existed at that time.’’ 

Consumers supports Trunkline’s proposed incremental 
rate because, it says, it ‘‘presents a reasonable approach 
and is a natural and necessary result of the economic condi- 
tions confronting some pipelines today. The issue arises 
because the cost of gas in the field * * and * * other * * costs 
have increased substantially in recent years. As a result 
the cost of obtaining new service is higher than the cost 
of existing service. Furthermore, the additional supply, 
because of its cost, is not always desired by the existing 
customers of the pipeline.’’ 

Consumers’ view is in part to be contrasted with the 
position of certain intervenors in this proceeding which 
is, generally speaking, expressed by Illinois Power, a cus- 
tomer of Panhandle, through whose service area Trunk- 
line’s projected transmission system passes. Tlinois 
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Power contends that the Commission should impose a 
‘“<eondition that will preelude Trunkline from allocating to 
Panhandle and Panhandle’s existing customers, any por- 
tion of the costs involved in the proposed new facilities. 
If, however, the Commission does not feel that such a 
condition is necessary or desirable, then Illinois Power 
requests that the hearing be reopened for the purpose 
of permitting Panhandle’s customers to show their re- 
quirements in order to get their fair share of the ex- 
panded capacity or, in the alternative, that the new capa- 
city be reserved by the Commission until such time as an 
allocation proceeding may be instituted on the combined 
Panhandle-Trunkline system so as to give Illinois Power, 
among others, through Panhandle, a fair share of the new 
quantities of gas that would be more available by the pro- 
posed facilities.”’ 

Consumers, according to the evidence, is convinced that 
Trunkline’s proposal herein is the only prospect open to 
it to avoid drastic curtailments in service in 1960. In tes- 
tifying that Consumers has exhausted all other possibilities, 
the Exeeutive Vice President of Consumers stated: ‘‘For 
a number of years we have sought all possible 


(8200) 


ways to obtain an increase in supply. We have talked to 
Panhandle; we have talked to other pipelines; we have 
talked to producers; we have considered the construction 
of a pipeline ourselves; we have considered joining with 
others in the construction of a pipeline. We were actively 
attempting to obtain a new supply for over a year and 
a half prior to the January 1958 contract [with Trunk- 
line] * *.”? A noteworthy fact in this connection is that the 
prices of coal and oil are higher than the rates to be 
charged by Consumers for space-heating gas.‘ In these 


4The gas to be purchased by Consumers from Trunkline would be 
used in part as storage gas and will not therefore be used for boiler fuel 
for electric generation. 


291 
(8201) 


circumstances, and those referred to elsewhere herein, the 
price the producer-applicant seek to charge Trunkline and 
the incremental cost rate Trunkline is proposing to charge 
Consumers take on the appearance of ‘‘what-the-traffic- 
will-bear’’ rates rather than ‘‘just and reasonable’’ rates 
within the meaning of the Natural Gas Act. In this con- 
nection attention is directed to the following testimony 
of Trunkline’s witness who negotiated the gas purchase 
contracts: 


“‘Q. Would it be fair to say that before the price 
was finally agreed, that both Phillips and Union were 
aware that this was being purchased for a single 
customer? 

““A, Yes, that would be a fair assumption. But I 
would like to say that now particularly producers are 
very interested where the gas is going that you are 
purchasing. And one of the lead questions a producer 
will ask a supply man is, why are you purchasing this 
gas. So that enters into their decision as to whether 
they would do business with one company or with 
another one. 

“‘Q. Then they were aware that this single custo- 
mer was other than your parent and principal con- 
sumer up to this time? 

‘““A, Yes, ma’am, they were, and they had specifi- 
cally requested it, because they were worried about our 
existing customers offering any opposition to an ex- 
pansion program. 

“‘Q. Would you elaborate that statement just a little 
as to what worry they had that your existing customers 
would not want? 
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‘“‘A, J was speaking in terms of paying the current 
prices. It had been many years since we had pur- 
chased any gas in large quantities and, naturally, our 
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prices lagged behind the current prices; therefore, 
as to this delay of time, to step into a new price pla- 
teau on an area of current prices there was some 
concern as to whether or not this impact would affect 
our existing customers. 

“‘Q. In other words, you had to assure the produe- 
ers in order to purchase this gas that there would be 
no opposition to the payment of these prices? 

“A, No, ma’am. We could not assure them of that. 
But it came out in our discussions that they requested 
to know in what manner we are going to use that gas 
in putting it into our system. 


* * * 


‘‘Presminc Examiner: Do you know of any other 
reason than you just mentioned why producers are 
interested in the proposed end use of the gas that you 
purchased? 

‘*A. Yes, sir. I think the producers are very con- 
cerned over the areas of the country that demand 
more gas. For example, I know the Midwest area 
needs gas. And they were most anxious to sell into 
that. 

‘‘Some of the producers that are already selling to 
an East Coast market, for example, want to diversify 
and they would sell part of their gas to the Midwest.”’ 


The Union Oil witness testified: 


“‘Q. Was there any reason which indicated to you 
that it would be preferable from the Union standpoint 
to conclude the negotiations with Trunkline rather 
than the others? 

‘A. Well, the answer is obviously, yes, because 
we did enter into a contract with Trunkline. 

‘¢Other considerations were as to the timing. It was 
our feeling based on information that Trunkline fur- 
nished that they, certainly, had a market for this gas, 
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they had a market with good load factor involved, and 
they indicated to us that they could take this gas 
by October 1st of 1959. 

‘“‘That was of particular importance to us because 
some of the others with whom we had discussed it had 
proceedings in process. And it was our judgment, 
right or wrong, that in view of some of the problems 
that other companies might have that we were picking 
the horse that might get there first.’’ 
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Staff rate witnesses testified that the rate to Consumers 
should be determined on the basis of a rolled-in cost alloca- 
tion under any one of three different methods which they 
considered preferable to Trunkline’s incremental method. 
They preferred, and in the event a certificate is issued in 
this proceeding, Staff counsel recommend, the Staff’s 
method number 1 which rolls in all cost of new gas supply 
and facilities up to Tuscola, Illinois, and charges Con- 
sumers, in addition, the incremental costs of only the pro- 
posed extension from Tuscola to the Indiana-Michigan 
border.» As the Assistant Chief of the Commission’s 
Bureau of Rates and Gas Certificates testified, his recom- 
mendation was based upon ‘‘a principle of ratemaking’’ 
and that the ‘‘amount of dollars does not concern me here’’; 
that he would stand on his ‘‘recommendations regardless 
of consequences’’. 

Trunkline contends, however, that the determination of 
rates on the basis of incremental costs as proposed by 
Trunkline is neither new or unusual and cites Natural Gas 
Pipe Line Company of America, 12 F.P.C. 708; Tennessee 
gas Transmission Company, 4 F.P.C. 293; Virginian Gas 


5 Method No. 2 is a demand-mile, commodity-mile allocation method, 
with two zones established. Zone 1 is Trunkline’s system up to Tuscola, 
and Zone 2 is the sales lateral extending from near Tuscola to the In- 
diana-Michigan border. Method 3 is a system-wide allocation method 
applied to the existing system and all proposed facilities. 
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Transmission Company, 5 F.P.C. 721; El Paso Natural 
Gas Company, 5 F.P.C. 115; United Gas Pipeline Comany, 
7 F.P.C. 1010; Montana Power Company, 11 F.P.C. 1. 
Trunkline’s rate witness referred to all of these cases 
during his testimony except the Montana case, which is 
no more applicable to the facts here than the others. As the 
Assistant Chief of the Commission’s Bureau of Rates and 
Gas Certificates explained at the hearing none of the 
cases cited by Trunkline’s witness ‘‘is comparable to the 
situation in this proceeding.’’ Furthermore the few cases 
cited by Trunkline are to be contrasted with the hundreds, 
if not thousands, of cases in which the Commission has 
required or authorized rolled-in uniform rates, a few of 
which will now be discussed. 

In an earlier Panhandle case (10 F.P.C. 185, 192) deal- 
ing with the cost of Trunkline’s gas to Panhandle, the 
Commission held: 


“¢ ‘Rolled-in-rate.-—The state of the record is such 
that it is clearly appropriate to determine that the 
rates charged by Panhandle for its gas after the 
Trunkline supply 
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becomes available should be rates which are sometimes 
referred to as ‘rolled-in’, whereby the cost of Trunk- 
line gas is included along with Panhandle’s other 
cost; in other words, for all customers these rates 
should be based upon the total cost of Panhandle for 
rendering natural gas service. There is no reason 
why this method of handling the new gas supply 
should not be the appropriate one in this case. It is 
clearly established that the availability of Trunkline 
supply above Tuscola, Ill., the point of connection 
with Panhandle’s existing pipeline of the new Trunk- 
line facilities, creates correlative benefits to all of the 
customers of Panhandle on its main line both north- 
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east and southwest of Tuscola. This is apparent be- 
cause, by each M.c.f. of the new Trunkline gas which 
is delivered above the Tuscola connection, there is a 
correlative release of pipeline capacity required to 
satisfy the needs of Panhandle’s customers below 
that point, which result, through displacement or sub- 
stitution, supports the finding that there are equal 
benefits to all customers of Panhandle from the new 
Trunkline supply of gas.”’ 


It is noteworthy that Panhandle, in the instant proceed- 
ing, is not proposing to purchase the additional 135,000 
Mef from Trunkline and resell it to its customers, including 
Consumers, as it has done in the past, but by causing 
Trunkline to make a direct sale to Consumers is attempting 
not only to avoid the effect of a rolled-in rate but, at the 
same tme, is ignoring the urgent requirements of its other 
customers. 


When it was attempted to segregate a part of Northern 
Natural Gas Company’s system, the Commission said (8 
F.P.C. at 257-258) : 


“«* * Based on the Palmyra project, for all intents and 
purposes the Trunkline and Northern Natural proj- 
ects should be considered as one integrated project 
as uniform service therefrom will be available through- 
out the main line system of Northern Natural, and 
neither the additional gas nor the facilities could be 
identified with any particular sale. 

‘Northern Natural has been operating over a period 
of some 20 years * *. In 1945 Northern Natural had a 
pipeline capacity of 260,000 M.c.f. per day. Since that 
time it has received Commission authorization on 
several different occasions to increase its delivery 
capacity, and at the present time its authorized deliv- 
ery capacity is 470,000 M.c.f. per day. Through this 
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development stage it has been confronted with fluctu- 
ating construction costs, has been required to 
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increase its reserves consistent with its expansion and 
also has had rate reductions on its jurisdictional bus- 
iness. It is significant to note that throughout this 
period of expansion, and taking into consideration 
the many problems relating thereto from the stand- 
point of operation, costs and earnings, Northern Na- 
tural has never seen fit to vary from its policy of a 
uniform system-wide rate structure for sale from its 
main line transmission system. 

“‘ Accordingly, from this present record it appears that 
Northern should continue its present practice of charg- 
ing a uniform demand-commodity form of rate for all 
sale-for-resale services on its main line system after 
it commences its purchases of gas from Trunkline. 
This is consistent with Commission’s past position 
in that it held that ‘In the absence of compelling rea- 
sons to the contrary, it is good and desirable practice 
to fix rates that are uniform.’’? 


“In the Matter of City of Cleveland v. Hope Natural Gas 
Company, 3 F. P. C. 150 at p. 190.” 


It is therefore clear that increased cost of facilities and 
gas, i. e., the factors relied upon by Trunkline in the in- 
stant case to support its proposed incremental rate to 
Consumers, is not, never has been, and must never be per- 
mitted to become, justification for incremental rates. 

Another case directly in point is the Commission’s de- 
cision issued December 19, 1956 in El Paso Natural Gas 
Company’s (El Paso) Docket G-10499 (16 F. P. C. 1354).® 
The New Mexico Public Service Commission had become 


6The undersigned Examiner was also the Presiding Examiner in 
the El Paso proceeding. 
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increasingly concerned about the pattern which was pre- 
sented by the accelerating expansion of El Paso’s plant 
and the facilities devoted either exclusively or in a very 
large degree to the service of California customers, and 
particularly with respect to the impact of the expansion 
upon the cost of gas in New Mexico, and it was primarily 
with respect to this problem that the New Mexico Com- 
mission intervened. The New Mexico Commission opposed 
the certificate sought by El Paso unless what it considered 
reasonable terms and conditions were attached to the cer- 
tificate requested. It therefore urged the Commission to 
condition the certificate so as to require that the 
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records of El Paso be maintained to show the cost of prop- 
erties to be constructed to furnish the additional 150,000 
Mef per day involved to California customers and also to 
show the costs of the quantities of gas shown by El Paso 
to support its ability to render the additional service 
so that such records could be used by the New Mexico 
Commission in the future El Paso rate proceedings as a 
basis for arguing that the costs shown in such records 
should be attributed solely to the California customers. 
The request assumed that portions of the El Paso system 
could be said to be used for the sole purpose of serving 
the California customers. The Commission in its opinion 
held (16 F.P.C. at 1356) : 


“‘The New Mexico Commission requested that ac- 
counting for the costs of El Paso’s proposed project 
be kept on a separate basis from the remainder of 
system costs. We do not find such a request to be in the 
public interest. The project will be an integral part of 
El Paso’s natural-gas system. The addition of opera- 
tional flexibility will acerue to the advantage of con- 
sumers in New Mexico as well as those on other parts 
of the system. Under the circumstances of this case, 
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the Commission’s allocz:!:n procedures do not pro- 
vide for accounting on an incremental basis of a proj- 
ect incorporated into El Paso’s integrated system. 
Although the overall rate of return on El Paso’s 
system may decrease slightly as a result of the addi- 
tion of this project to the system, such an effect is more 
than counter-balanced by the benefits derived from 
the project by ultimate consumers in California.’’ 


El Paso in its reply to the petition for rehearing of the 
New Mexico Commission stated in part: 


“It is quite apparent that while the facilities for which 
Applicant was granted a Certificate in this case are 
primarily to transport additional gas in the amount of 
150,000,000 cubie feet per day to California, neverthe- 
less El Paso’s entire system will benefit by this addi- 
tional supply of gas (125,000,000 eubie feet of which 
is dry gas) which will enable El Paso to operate more 
efficiently and better meet its peak requirements. This 
of course, is just as important to the gas consumers 
in New Mexico as it is to the gas consumers in Cali- 
fornia. It simply is not possible to segregate a particu- 
lar unit of facilities on an integrated system such as El 
Paso’s, and say that those facilities will be charged 
only to certain customers. The very purpose of an 
integrated system makes it impossible to so segregate 
a unit or units of an integrated system. 
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El Paso respectfully submits that if the motion of 
Intervener were granted, and El Paso were required 
to keep books, records and accounts relating to this 
project every other customer of El Paso would have 
the same right, as a result of any further expansion, 
to insist that separate books and accounting records 
be maintained in respect to any given segment of E] 


299 
(8206) 


Paso’s facilities. El Paso’s system would no longer 
be an integrated system, and not only New Mexico 
but all of El Paso’s customers would lose the benefits 
accruing to them from operating El Paso as an inte- 
grated system. It certainly is not in the public interest 
to require this project or any other projects of El 
Paso to be considered as a separate segment of El 
Paso’s system. El Paso respectfully urges that the 
Commission in its original Opinion clearly and cor- 
rectly decided this question, and that the motion of 
Intervener should in all things be denied.’? (Note: 
Motion was denied by Commission order issued Feb- 
ruary 1, 1957). 


The Commission has consistently held that the facilities 
of El Paso constitute an integrated system for the produc- 
tion, gathering, transmission, and sale of natural gas and 
has struck down any and all proposals predicated on the 
assumption that any portion of the system can be said to 
be used for any one customer or group of customers. For 
example, in its Opinion No. 278 issued November 23, 1954 
in Docket G-2018 the Commission said: 

‘“‘We again find, therefore, that for the purposes of 


cost allocation, as well as for other purposes, the fa- 
cilities of El Paso constitute an integrated system.’’! 


“41 Findings to the same effect are contained in the following 
orders, among others, issued subsequent to the above-quoted 
opinion [9 F.P.C. 170]: order issued June 23, 1952, at Docket 
Nos. G-1630, et al., order issued June 29, 1953, at Docket Nos. 
G-2106, ct al., El] Paso has not for any purpose heretofore chal- 
lenged or questioned findings that the whole of its facilities consti- 
tute an integrated system.” 


In another proceeding the Commission adopted the ini- 
tial decision in United Gas Pipe Line Co., Dockets G-1142, 
et al., issued July 18, 1955, in which the Examiner dis- 
cussed at length the unfounded claim of 
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Missippi River Fuel Corporation ‘‘that a cost allocation 
based on specific facilities and specific sources of gas is the 
only lawful way to reach just and reaonable rates which 
could be made applicable to it’’. In this connection the 
Commission held that as a matter of principle in a large 
pipeline operation (such as that proposed by Trunkline) 
it would be improper to allocate separately specific facil- 
ities to a specific customer for the purpose of determining 
cost and rates since the facilities as a whole were for the 
benefit of all customers on the system. Its position was 
sustained on review by the United States Court of Appeals 
for the District of Columbia (Mississippi River Fuel Corp. 
v. Federal Power Commission, 252 F. 2d 619, cert. den. 
355 U.S. 904). 

The initial decision issued March 24, 1959, in Northern 
Natural Gas Company’s (Northern) Dockets G-14679 and 
G-14779, now pending before the Commission, authorizes 
Northern subject to Commission approval, to increase its 
system capacity by approximately 100,000 Mef daily to 
supply (1) Northern Illinois Gas Company (Northern Illi- 
nois), a new customer, 50,000 Mef daily, involving new 
transmission facilities to be constructed by Northern at an 
estimated cost of $8,223,200 and new transmission facilities 
to be constructed by Northern Illinois at an estimated cost 
of $12,420,000, and (2) increased deliveries to 23 of North- 
ern’s existing customers. Northern’s additional service to 
its existing customers is a reflection of the type of annual 
construction program it has followed over the years. 

Northern’s deliveries to Northern Illinois would be made 
at a point near East Dubuque, Illinois. Northern would 
build a total of 46.3 miles of 30-inch loop line paralleling 
sections of its existing system in Iowa, Nebraska and Kan- 
sas, and would install an additional 6,000 compressor 
horsepower at stations in these same states. It would also 
build an 18-mile extension to an existing lateral and con- 
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struct a measuring station near East Dubuque. Northern 
Illinois, to accept deliveries from Northern and transport 
the gas to points of connection with its existing distribution 
system, would build facilities costing an estimated $12,- 
420,000 and including about 138 miles of 22-inch main line. 

Approval of the initial decision in the Northern case will 
mean that Northern Illinois will receive the 50,000 Mef 
per day at Northern’s uniform Zone 3 rates—which are 
to be contrasted with Trunkline’s unacceptable incremental 
rate proposed herein for sales to Consumers. 

In situations of this kind it is the principles involved 
that are controlling. In the Northern case there was, of 
course, complaint by some of Northern’s customers of the 
claimed inequity of burdening 
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Northern’s present customers with part of Northern IIli- 
nois’ cost of service and the impact on Northern’s service 


area which the diversion of gas to Illinois Power, 156 miles 
away, would entail. By charging Northern Illinois at the 
same rates as those applicable to Northern’s present cus- 
tomers, Northern uses a rolled-in cost of gas purchased 
in computing cost of service—that is, the price to Northern 
of the increment of higher cost gas necessary to make the 
Northern Illinois sale is averaged in with the rest of North- 
ern’s cost of gas purchased. 

Accordingly, in view of the fact that Trunkline’s exist- 
ing and proposed facilities would constitute an integrated 
system, no part of which would be used solely to serve 
one customer or one particular group of customers, the 
costs associated with the additions to the existing facilities 
of that integrated system and the costs associated with 
the additions of the gas supply of that integrated system 
could not be regarded as being for the exclusive benefit of 
any one customer or one particular group of customers 
and therefore the total cost of the integrated system must, 
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as a matter of sound regulatory principle, be rolled in 
with all system costs for rate making purposes. 


Staff’s Other Proposed Tariff Changes 

In addition to the unjustified take or pay for provisions 
equal to 95 percent of the daily contract quantity contained 
in Rate Schedule P-2 (the only rate schedule proposed 
herein by Trunkline for firm service), there are other pro- 
visions contained therein which, as the Assistant Chief 
of the Commission’s Bureau of Rates and Gas Certificates 
testified, are contrary to, or not in accord with, the Rules 
and Regulations of the Commission. For example, there 
is no justification for limiting the proposed rate schedule 
to Consumers and, in fact, Trunkline now agrees that it 
should also be made applicable to sales to Michigan Gas. 
The fundamental principle is that, to be lawful within the 
meaning of Section 4 of the Natural Gas Act, any rate 
schedule approved by the Commission must not be unduly 
discriminatory. That is to say, every purchaser similarly 
situated should be equally eligible and under the law must 
be permitted to purchase gas under any authorized sched- 
ule and must be given an equal opportunity to be heard 
in any Commission hearing involving an allocation or dis- 
position of gas which may be made available through addi- 
tional Trunkline facilities. Any other procedure would 
result in an injustice and undue discrimination, resulting 
in an emasculation of the Natural Gas Act and the Con- 
gressional intention in the administration thereof. 
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It is the Commission alone that has the power to deter- 
mine, after full consideration of a pipeline’s operations as 
a whole, following due notice and opportunity for hearing 
by all customers and other persons affected, the manner 
in which an applicant’s additional gas supply shall be 
allocated to those shown by the evidence to be eligible to 
purchase the additional supply. By proposing to render 
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service only to Consumers, Trunkline, in its application, 
was by indirection attempting to assume functions of allo- 
cation the exercise of which is entrusted solely by Con- 
gress to the Commission. No notice was given, nor could 
have properly been given, to the parties to the effect that 
the Commission was waiving its allocation authority. Ap- 
parently recognizing the untenableness of its position, 
Trunkline, in its reply brief, now asserts that it has no 
objection to selling 6,000 Mef per day to Michigan Gas. 
This gesture, however, does not satisfy the purposes of the 
Act. To meet the requirements of the Act the Commission 
has no alternative but to reopen the record for the purpose 
of permitting Panhandle’s and Trunkline’s customers to 
show their requirements in order to get their fair share 
of the expanded capacity or, in the alternative, the new 
capacity would have to be reserved by the Commission until 
an allocation proceeding can be concluded. However, the 
additional facilities required to meet the needs of such 
customers would undoubtedly be far in excess of that 
here proposed. In other words, it would be an entirely dif- 
ferent project. Accordingly, for this reason alone, the 
applications herein must be denied. 

The Commission’s rate witness also urged, as do Staff 
counsel, that any certificate that may be issued to Trunk- 
line should be conditioned so as to require Trunkline 
to file with the Commission, at least 90 days prior to 
the commencement of service, rate schedules acceptable 
to the Commission and fully supported by cost information 
required by Section 154.63 of the Commission’s regula- 
tions because Trunkline’s proposed firm contract rate is 
based solely on estimates, even if the Commission adopts 
Trunkline’s cost allocation. Further, the Staff requests that 
if such rates are not acceptable to the Commission that 
the Commission reserve the right to prescribe the proper 
and acceptable rates. Trunkline objects to this suggested 
requirement because, it says, ‘‘It is obvious that 90 days 
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prior to the completion of the facilities and beginning of 
service the actual cost of the proposed facilities will still 
be unknown.’’ It may be that the total cost would be un- 
known at that time but the expenditures actually incurred 
up to that time would be known and such known costs, to- 
gether with an estimate of the cost of the work then in 
progress, would not amount to an unreasonable require- 
ment and would, in any event, be a better guide to a proper 
rate than the total estimated cost now contained in the 
record which the Staff finds questionable. 


(8210) 
Gas Supply And Deliverability 


Gas Contracts. Trunkline necessarily follows the prac- 
tice of other pipelines of carrying on a program of con- 
tinuous acquisition of new gas reserves for the reason 
that pipelines are faced ‘‘with the problem of replacing 


from some source every cubic foot of gas withdrawn from 
present supplies’? (Northern Natural Gas Company, 15 
F. P. C. 673, 675).7 Through the Superintendent of its Gas 
Supply Department Trunkline presented in evidence in 
this proceeding (1) all of the new and recently-amended 
gas purchase contracts which have been entered into since 
Trunkline’s last certificate proceeding, and (2) contracts 
underlying its entire system gas supply. 

The new gas purchase contracts fall into two categories. 
First, those regarded as representing routine acquisition 
of reserves near Trunkline’s system and under which con- 
tracts Trunkline is now purchasing gas. Second, those re- 
lied upon by Trunkline in this proceeding to support its 
proposed expansion and which are by their terms contin- 
gent upon the receipt of a satisfactory certificate by Trunk- 


7 The Commission first denied (15 F.P.C. 682) and upon oral argu- 
ment granted (15 F.P.C. 1134) Northern’s application involved in the 
initial decision cited, such action being taken for reasons other than 
those relating to the necessity for the current replacement of reserves. 
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line authorizing the sale to Consumers. The second category 
of contracts covers substantial new reserves from fields 
in Texas Railroad Commission District 3 (Chocolate Bayou 
Field in Brazoria County and the Alta Loma-Hitcheock 
Fields in Galveston County) and in southern Louisiana 
(Block 67 Field, offshore West Cameron Parish; Block 
26 Field, offshore Vermilion Parish; and North Fresh- 
water Bayou Field, Southwest Ester Field and Kaplan 
Field, Vermilion Parish). An examination of the new gas 
purchase contracts presented by Trunkline reveals that in 
1960 Trunkline will pay the following prices for all of the 
natural gas purchased in the following areas: 


Routine Acquisitions 
County Price 

Bee County, Texas 9e and 14.75e 
Brooks County, Texas 13¢ 
Colorado County, Texas 8.5¢ 
Goliad County, Texas 9e 
Harris County, Texas 9.5¢ 
Hidalgo County, Texas 12¢ and 13¢ 
Jim Wells County, Texas 13¢ 
San Patricio County, Texas 13¢ 
Cameron Parish, La. 8e, 8.5¢ and 8.6c 
Beauregard and Allen 

Parishes, La. 16.8¢ 
West and Hast Carroll 

Parishes, La. 16.8¢ 
Richland Parish, La. 16.8¢ 
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Acquisitions To Support Proposed Expansion 
County Price 
Galveston County, Texas 20e 
Brazoria County, Texas 
Vermilion Parish, Onshore 
Vermilion Parish, Offshore 
West Cameron Area, Offshore 
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In each of the various areas involved, Trunkline is pay- 
ing the ‘‘routine acquisition’’ prices and proposes to pay 
the higher 20 and 22 cent prices irrespective of the kind 
of gas, quality or right to process. While it is true that 
the volumes proposed to be acquired for 20 and 22 cents 
per Mef are larger than the ‘‘routine acquisitions’’ it 
seems inappropriate to allow a higher price for this gas be- 
cause of the larger quantities involved, that is if the rate 
level is to be related to a reasonable rate of return. This is 
so for the reason, among others, that the greater the pro- 
duction from a particular field or well the lower the unit 
cost of production normally would be. Pipelines, gas dis- 
tributors and electric utilities recognize this fact in their 
step-rates under which they sell large volumes of gas and 
electric power at a less unit cost than small volumes, i.e., 
except in special circumstances not claimed here the cost is 
less for high usage customers than for low usage customers. 
Similarly, high production of gas is less costly per unit 
than low production. 

The lower-priced routine gas acquisitions cover gas pur- 
chased in fields relatively close to Trunkline’s facilities 
and generally the only additional facilities installed by 
Trunkline to receive this gas are meter run installations. 
However, in order to attach the 20 and 22 cent gas re- 
serves relied upon to support Trunkline’s proposed ex- 
panded project, Trunkline must construct substantial 
gathering facilities estimated to cost approximately $12,- 
142,500, with initial deliveries under these contracts to 
be made about the time of Trunkline’s initial deliveries 
to Consumers. This is the principal reason why Trunk- 
line allocated to Consumers the cost of gas under these 
particular contracts. However, counsel for Trunkline rec- 
ognize that the proposed gathering system can and will 
undoubtedly serve other and general system purposes for, 
in their main brief, they say: ‘‘It is important to note 
that Trunkline’s existing pipeline system in its gas sup- 
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ply area traverses almost the entire length of the prolific 
producing area of the Louisiana and Texas Gulf Coast * *. 
Trunkline’s proposed gathering facilities will further ex- 
tend its lines into new 
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important and highly productive areas, thereby affording 
it ready access to newly discovered prolific fields in the 
Gulf Coast area**. A high rate of drilling activity and 
discovery of gas reserves has been maintained in this 
entire Gulf Coast area, and it is expected that this high 
rate of discovery will continue for the foreseeable fu- 
ture **. Thus, the development of large additional quan- 
tities of gas may be anticipated and Trunkline’s present 
and proposed facilities are geographically located so as 
to place it in a highly favorable position for contracting 
additional gas reserves in the future.’’ 

The conclusion to be drawn here is that Trunkline was 
able to contract for its ‘‘routine acquisitions’’ at sub- 
stantially lower prices because, generally speaking, it 
had a better bargaining position in relation to producers 
having wells adjacent to its system. However, with sub- 
stantially larger volumes available for sale by larger pro- 
ducers who were aware of Consumers’ critical need for 
gas, the price rose to 20 cents and 22 cents per Mef, 
although the higher prices were wholly unrelated to cost 
of production which as indicated hereinabove will be at 
a lower cost per Mef than the cost to producers from whom 
gas is obtained under Trunkline’s ‘‘routine acquisition”’ 
program.* In addition there is the further fact that Trunk- 


"It should be pointed out that there is testimony indicating that 
production from offshore fields at times may involve costs higher than 
onshore production. Staff counsel point out that if “the cost of pro- 
ducing gas offshore is much higher than it is onshore, and since the 
offshore 22¢ per Mecf price has not been shown to be necessary and 
proper, how little substantiation is there for the 22¢ per Mcf price 
for gas produced onshore?” 
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line must spend some $12,142,500 in the construction of 
facilities to transport such gas into its transmission sys- 
tem which will further add to the expense which ultimately 
must be borne by the consumer. In short the prices paid 
and proposed to be paid by Trunkline were determined 
by the prices which could be exacted by the various pro- 
ducers in the light of the cireumstances in which they found 
themselves. Accordingly, the larger producers were able 
to demand higher prices not because of higher costs of 
production but simply by reason of their knowledge of 
existing conditions and ability to take advantage of their 
situation because of the Commission’s consistent approval, 
since the Signal case, of contract prices without modifi- 
cation or condition. However, this method of procedure 
places small producers with higher costs at a distinct dis- 
advantage and is at odds with the 
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intent of the Natural Gas Act to prevent preference, dis- 
crimination and advantage as to price and otherwise. Of 
interest here is the fact that although producers have been 
able to exact different prices for gas, the pipelines and 
distributors nevertheless must charge uniform rates re- 
gardless of sources of gas or volumes involved in par- 
ticular field sales. 

Reserves and Availability. Trunkline’s gas reserves and 
availability estimates prepared by the firm of DeGolyer 
and MeNaughton show total proved gas reserves, as of 
January 1, 1958, amounting to 3,345,135 MMcf. The addi- 
tion of minor contract additions and replacements in- 
creases the total of 3,683,164 MMcf. Trunkline’s gas re- 
serves are thus claimed to be ample to meet the entire 
system requirements, including the proposed sales to Con- 
sumers, for a period of 15 full years and at declining rates 
thereafter. The reserve life index for the Trunkline system 
is 20.6 years. 
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The inclusion of the minor contract additions and re- 
placements (equivalent to approximately 10% of total 
system requirements and based upon Trunkline’s past 
experience in augmenting the existing gas supply—which 
practice it plans to continue) is reasonable for Trunk- 
line’s availability schedule in view of its past experience 
and the location of its system in the Gulf Coast area. 

The estimates of proved recoverable gas reserves include 
371,673 MMecef for reservoirs classed as proved on the 
basis of gas saturation reported in core analysis, electri- 
eal logs and production of flow tests from other formations 
in the same fields. Cores were not available on four of 
the reservoirs which were considered as proven on the 
basis of other data. This estimated 371,673 MMecf is gas 
proposed to be sold to Trunkline by Union Oil (Block 67 
sale—Docket G-15487; Block 26 sales—Docket G-15486; 
North Freshwater Bayou sale—Docket G-15487) and Pan 
American (Block 26 sale—Docket G-15438; North Fresh- 
water Bayou sale—Docket G-16501). 

The tenuous evidence offered by Trunkline to support 
the estimated reserves in the non-flow tested sands can- 
not be used as criteria to determine proved recoverable 
reserves. Evidence of this type has been rejected by the 
Commission in prior decisions and its unreliability is 
shown in this proceeding by competent testimony offered 
through the Staff’s geologist. Accordingly, it is found that 
the 371,763 MMef of reserves in the non-flow tested reser- 
voirs has not been proved as recoverable reserves. There- 
fore the untested portion of the reserves covered by 
Union Oil’s Dockets G-15487, G-15486 and Pan American’s 
Dockets G-15438 and G-16501 must be denied. However, 
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such denial does not cause the denial of Trunkline’s appli- 
cation because of the lack of gas supply for the reason 
that, after such reserves are eliminated, Trunkline’s re- 
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serve index and deliverability life of the reserves is con- 
ceded by the Staff to be 18% and 1314 years respectively. 
This meets the criteria of recent Commission decisions. 
Of particular importance, however, is the fact that of 
all the reserves proposed to be connected in southern 
Louisiana in this proceeding, 58.5 percent are untested, 
and of the offshore reserves 83 percent are untested. 
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Requests By Intervenors 


Two intervenors, namely, Battle Creek and Michigan 
Gas, which are not now customers of Trunkline, presented 
evidence in support of requests for allocations of gas from 
Trunkline’s proposed project. Trunkline does not deny 
that they have a dire need for additional quantities of gas 
but, until it filed its reply brief, it contended, among other 
things, that by reason of its contractual commitment to 


sell the entire 135,000 Mcf to Consumers, it was unable 
to sell gas to them. In its reply brief, however, Trunkline 
agrees to sell Michigan Gas the 6,000 Mef sought by it 
if the Commission finds that the public convenience and 
necessity requires such sale. Trunkline continues its oppo- 
sition to any allocation of gas in this proceeding to Battle 
Creek. The requests of Battle Creek, Michigan Gas and 
other intervenors will now be considered. 

Battle Creek’s Request. Battle Creek, a customer of Pan- 
handle, seeks what amounts to a peaking service, namely 
4,000 Mef per day for the five winter months of November 
through March of each year, with no gas to be purchased 
by it during the other seven months of the year. It pro- 
poses to purchase this gas at Tuscola, at a rate based on 
incremental costs at that point, and to have the gas trans- 
ported to its service area through Panhandle’s facilities 
in the same manner that Battle Creek is presently receiv- 
ing its gas supply, a portion of which is obtained by 
Panhandle from Trunkline at Tuscola. Battle Creek’s 


311 
(8232) 


position is that Trunkline’s proposal should include serv- 
ice to the areas as a whole and should not be confined to 
the selection of a single preferred customer. Its brief is 
also careful to point out that Trunkline’s proposal is to 
make available additional gas supplies to Consumers ‘‘in a 
geographic area completely surrounding Battle Creek.” 
(Underscoring supplied). Obviously if Battle Creek were to 
remain in short supply and Consumers at any time in the 
future found itself with more than an adequate gas supply, 
such circumstances might constitute justification for an 
encroachment by Consumers upon Battle Creek’s service 
area, This is another reason why it is against the public 
interest to permit pipelines to pick and choose the cus- 
tomers it will favor or serve. Regard must be had for 
the interest of others. Furthermore, such a possibility as 
that referred to makes it apparent why the Commission 
in all cases must exercise its allocation authority on the 
basis of the record made rather than permit it to be 
exercised by private parties through negotiation. 

Battle Creek says it intends to file a Section 7(a) appli- 
cation, if necessary, requesting the Commission to order 
Panhandle to deliver the additional 4,000 Mef per day to 
Battle Creek if such quantity is made available in these 
proceedings, but in this connection it coneedes that ‘* Pan- 
handle might have to expand its facilities.’’ Moreover, 
it suggested on the record that its additional requirements 
could be met by displacement from Consumers during the 
critical cold periods of demand for Battle Creek and re- 
placed during Consumers’ off peak, or storage, periods 
of demand. 
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While it accords with applicable provisions of the Act 
to reserve allocations of gas contingent upon the outcome 
of other filings and proceedings, as the Commission at 
times has had occation to do (Transcontinental Gas Pipe 
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Line Corp., et al., Docket G-1411, et al., 469, 512, 520; Fred- 
erick Gas Co., Inc., Docket G-1944 (11 F.P.C. 691); Texas 
Gas Transmission Corp., et al., Dockets G-1847, et al., (11 
F.P.C. 227, 273)), it must be clear at the outset that appro- 
priate arrangements can or have been made and that the 
proposal is economically feasible. Such a showing is lack- 
ing in the record here. Battle Creek made no showing 
that it is economically feasible for Trunkline to render 
service to it, or that it is economically feasible for Battle 
Creek to buy gas for five months of the year, as it pro- 
poses, under a rate schedule for year-round firm service. 
Moreover, there is no proof as to any agreement between 
Consumers and Battle Creek, or that one could be reached, 
for its delivery of gas in the manner suggested, or what 
costs or operating difficulties would be associated there- 
with. Accordingly, Battle Creek’s involved proposal here- 
in must be rejected. 

Michigan Gas’ Request. Michigan Gas distributes natu- 
ral gas in 28 Michigan cities and towns to more than 34,000 
customers. Its service area extends across the entire 
southern region of Michigan from Monroe, on Lake Erie, 
in the east, to Benton Harbor, on Lake Michigan, in the 
west. This service area is divided into two divisions. One, 
the Western Division, is served with gas supplied by 
Michigan Wisconsin Pipe Line Company and is not in- 
volved in this proceeding. The other, the Southern Divi- 
sion, which is involved in this proceeding, is served with 
gas supplied by Panhandle and is comprised of the major 
cities of Monroe, Coldwater and Sturgis. 

Michigan Gas is seeking 6,000 Mef of firm gas per day 
for the Coldwater District of its Southern Division and 
proposes to construct, at an estimated cost of $416,000, an 
18-mile lateral line extending from its existing facilities 
at Sturgis to a point of connection with the terminus of 
Trunkline’s proposed sales lateral on the Indiana-Michi- 
gan border. The proposed line is financeable; adequate to 
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transport the volumes from Trunkline; and the cost there- 
of is reasonable. The compelling need of Michigan Gas 
for the additional supply of gas is clear. 

Trunkline says that it leaves to the ‘‘Commission the 
mechanies of getting the gas to the markets of Michigan 
Gas in the most economical manner. And it goes without 
saying that, should an allotment of gas be granted to 
any other of Panhandle’s customers on a more favorable 
basis than the proposal * * * outlined, Michigan Gas should 
be accorded like treatment.’’ 

Michigan Gas is seeking additional supplies of gas in 
this and two other Commission proceedings. (1) It is 
hopeful of obtaining gas from 
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Panhandle as a result of its authorized abandonment of 
service to Michigan Consolidated (Docket No. G-11061), 
but must await the outcome of an allocation hearing sched- 
uled to commence June 16, 1959. Moreover, the abandon- 
ment authorized by the Commission is now involved in 
court proceedings. (2) In Docket No. G-13858 Michigan 
Gas is seeking a supply of gas for the Sturgis-Coldwater 
area from Michigan Wisconsin. On January 30, 1959, the 
Examiner in that proceeding issued his decision granting 
partial relief to Michigan Gas to serve only the Sturgis 
area with gas from Michigan Wisconsin. The outcome of 
this ease is still in doubt due to the exceptions filed by 
Panhandle and Commission Staff counsel to the initial 
decision asking that the Examiner be reversed and that 
the Section 7(a) application of Michigan Gas be denied. 
In this proceeding the Examiner found that the needs of 
the Southern Division were urgent and that the 5,500 Mef 
proposed by Panhandle ‘‘would fall far short of meeting”’ 
the needs of Michigan Gas. In this regard counsel for 
Michigan Gas say that ‘‘Panhandle argues speciously that 
it is taking care of the needs of Michigan Gas.’’ 
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In its reply brief Trunklin: :1ates that it ‘‘has no objec- 
tion to selling 6,000 Mef per day to Michigan Gas * * * 
under * * * its proposed Rate Schedule P-2.’’ In the event 
Trunkline is authorized to construct its proposed facilities 
it should be ordered to establish physical connection of 
its proposed facilities with the proposed facilities of Michi- 
gan Gas and to sell and deliver up to 6,000 Mef per day 
to Michigan Gas at the terminus of its proposed facilities 
on the Indiana-Michigan line. 

Request of the Cities of Kevil, Arlington and Barlow, 
Kentucky. While no appearance was entered on behalf 
of the Cities of Kevil, Arlington and Barlow, Kentucky, 
and they failed to present any affirmative case of their 
own, they filed a brief in which they state that they are ‘‘in 
close proximity to Trunkline’s pipeline, which is the only 
feasible source of supply’’ for them; that they have filed 
Section 7(a) applications in Docket Nos. G-17654, G-17655 
and G-17656; and that upon the basis of the engineering 
studies submitted with each of those applications they are 
seeking a combined allocation of 1251.8 Mef per day out of 
Trunkline’s proposed increased capacity. However, the 
failure of the Commission to consolidate the three Sec- 
tion 7(a) applications with others in this proceeding, plus 
the failure of the three cities to present evidence in sup- 
port of an allocation or reservation of gas, makes it in- 
appropriate to consider here the contentions set forth in 
the brief or to grant the relief requested. 

Request of Central Illinois. Central Illinois presented no 
evidence in this proceeding. However, it filed a reply in 
which it states that it owns and operates natural gas distri- 
bution systems in twenty-one cities, villages and rural areas 
adjacent thereto in the State of Illinois; that it delivers 
and sells natural gas to approximately 45,000 
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customers; that Trunkline is its sole source of supply for 
three of the cities and villages it serves and Panhandle 
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is its sole source of supply for the other eighteen; and 
that it has been compelled to operate under restrictive 
orders of the Illinois Commerce Commission since Decem- 
ber 11, 1946, due to the large and continuing unsatisfied 
demand for natural gas for space heating service in the 
area in which it sells natural gas. 

Central Illinois ‘‘requests: (1) if the application is 
granted, that a condition be imposed which would prevent 
any part of the cost of the proposed project being allocated 
to Trunkline’s existing customers as long as such cus- 
tomers receive no additional gas thereform; or (2) if the 
Presiding Examiner determines that his approval of the 
application should be conditioned upon the filing of rate 
schedules conforming to Staff Method No. 1 as suggested 
by Staff Counsel in their Brief, that such approval be 
further conditioned by a provision which will afford Cen- 
tral Illinois an opportunity, both as a direct customer of 
Trunkline and as a customer of Panhandle, to support its 
claim to a fair portion of any additional quantity of gas 
which may become available as a result of the consum- 
mation of the proposed project.”’ 

Illinois Power’s Request. Illinois Power, a customer of 
Panhandle, appeared, through counsel, at the opening day 
of the hearings and participated in preliminary cross- 
examination of some of Trunkline’s witnesses. However, 
it did not present an affirmative case of its own. 

Illinois Power serves an estimated 650,000 people. In 
its Supply Area B, Panhandle, at the moment, is the sole 
source of supply. The major cities served by it in this 
area are Decatur, Clinton, Champaign, Urbana, Danville, 
Jacksonville, Galesburg and Monmouth. 

Trunkline’s projected transmission line passes through 
Illinois Power Supply Area B, passing between the cities 
of Danville and Champaign. 

Illinois Power, in its main brief, ‘‘requests the Com- 
mission, if it should see fit to grant Trunkline’s appli- 
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cation * * * to impose, on th» issuance of any certificate, a 
condition that will preclude Trunkline from allocating to 
Panhandle and Panhandle’s existing customers, any por- 
tion of the costs involved in the proposed new facilities. 
If, however, the Commission does not feel that such a 
condition is necessary or desirable, then Illinois Power 
requests that the hearing be reopened for the purpose of 
permitting Panhandle’s customers to show their require- 
ments in order to get their fair share of the expanded 
capacity or, in the alternative, that the new capacity be 
reserved by the Commission until such time as an allo- 
cation proceeding may be instituted on the combined Pan- 
handle-Trunkline system so as to give Illinois Power, 
among others, through Panhandle, a fair share of the new 
quantities of gas 
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that would be made available by the proposed facilities.’’ 

Illinois Power, in its reply brief, ‘‘requests that if the 
project as presented is approved by this Commission, the 
Commission should not attach a condition containing a 
cost allocation on the basis of Staff’s Method 1, but should 
impose a condition that will preclude Trunkline from allo- 
cating to Panhandle and Panhandle’s customers any por- 
tion of the costs involved in the proposed new facilities.’’ 
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City of Macon, Tennessee. The City of Macon, Tennes- 
see, intervened and appeared seeking a small gas supply 
from Trunkline. However, no testimony or evidence was 
presented in support of the petition to intervene. This 
was apparently due to the fact that Trunkline witnesses 
testified that the system was incapable of making the 
deliveries to the City of Macon in view of prior contract 
commitments to other customers. 
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Conclusion 


In the consideration and disposition of this case the 
Examiner has proceeded with the same freedom he exer- 
cised in the consideration and disposition of the Central 
Kentucky Natural Gas Company, et al., case (15 F.P.C. 
700), which decision was sustained by both the Commis- 
sion (15 F.P.C. 730) and the Court on review (Cincinnati 
Gas & Electric Co., et al. v. F.P.C., 246 F. 2d 688). Such 
freedom, in the instant proceeding, is permitted by the 
lack of a Commission-established formula for disposing 
of applications filed by producer-applicants in certificate 
proceedings, and by the further fact that the Commission 
has made it abundantly clear that up to now it has ‘‘pro- 
ceeded on a case-by-case basis in the light of the particular 
facts presented in concrete cases’’ (20 F.P.C. at 572-573). 
As pointed out in the initial decision in the Central Ken- 
tucky case (15 F.P.C. at 708-709, 719) : 


«<** While regulatory Commissions normally ad- 
here to prior decisions involving the same matter, 
counsel overlook the fact that if exactly identical con- 
ditions were presented, the Commission could now de- 
cide the questions differently. * * 

“It may be pointed out here that events and situ- 
ations are considered in relation to their causes and 
results. This makes it necessary for the Commission 
to deal not only with successive changes as they occur, 
but to utilize experience gained to more effectively 
deal with regulatory matters not involving change. 
Thus once it is demonstrated that practices and pro- 
cedures are inappropriate for any reason, the Com- 
mission, having continuous jurisdiction, performs one 
of its primary functions in permitting or prescribing 
appropriate readjustments to provide a more stable 
basis for the continuous progress of the regulated 
industry. Stated another way, the Commission’s orders 
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are a necessary adjunct to carrying out the purposes 
of the statute it administers and recognizes that what 
once may have appeared to be an ideal regulatory 
action can be completely out of step with present and 
expected future conditions. 
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‘¢**In this situation, it is much better for the Com- 
mission to act in a timely way when a threat to eco- 
nomic stability appears on the horizon than to await 
the development of difficulties.’’ 


It is indeed regrettable that a distributor such as Con- 
sumers has been forced to wait so long for a proposal for 
additional natural gas service which it so urgently needs, 
and that such proposal is unacceptable. The Commission, 
however, is under a duty to take such steps as are neces- 
sary and appropriate to enable those whose activities 
Congress has decreed shall be regulated to comply with 
the provisions of the Act. 

If applicants expect immediate and favorable action on 
their proposals, what they propose must be timely filed 
and be within permissible regulatory authority. As the 
United States Court of Appeals for the Fourth Circuit 
said in Pennsylvania Water & Power Co. v. Consolidated 
Gas Electric Light and Power Company of Baltimore, 
184 F. 2d 552, 567: 


‘‘One of the most important duties of a public utility, 
inherent in its franchise to serve the public, is the 
duty to take the initiative in proposing reasonable 
rates and rendering adequate services, taking into 
account changing conditions; and the utility is not 
relieved from this duty because its activities are sub- 
ject to governmental regulation, for a regulatory com- 
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mission is not clothed with the responsibility or quali- 
fied to manage the utility’s business * *,”’ 


For all of the reasons hereinabove set forth, all of the 
applications of the applicants herein are denied. 


Francis L. Hau 
Presiding Examiner 
8450 
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Tidewater Oil Company 
Docket No. G-16267 


Pan American Petroleum Corporation 
Docket No. G-16501 


Pan American Petroleum Corporation 
Docket No. G-16502 


J. S. Michael Company 
Docket No. G-16551 


J. S. Michael 
Docket No. G-16570 


Exceptions of Battle Creek Gas Company to Decision of 
Presiding Examiner 

Comes now Battle Creek Gas Company (hereinafter re- 
ferred to as Battle Creek), an intervenor in these proceed- 
ings, pursuant to Section 1.31 of the Rules of Practice and 
Procedure of the Federal Power Commission (hereinafter 
referred to as the Commission), and submits the following 
exceptions to the decision issued April 1, 1959, by the Pre- 
siding Examiner in the above-entitled matters. 


IL. 
Exception is taken to the following statement set forth 
in the third paragraph appearing at page 52 that: 
sce * * it (Battle Creek) concedes that ‘Panhandle 
might have to expand its facilities.’ ”’ 


Battle Crek maintained throughout the proceedings that 
Panhandle has the winter capacity to make deliveries on 
its line from Tuscola to Freedom Junction, and 
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to that end sought to incorporate in the record by reference 
certain items from the record in Docket No. G-1705 et al. 
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The Examiner held that official notice could be taken of 
these opinions and orders and further that the question of 
capacity of Panhandle’s system was more appropriately the 
subject of a subsequent 7-A or similar proceeding. In 
addition, Exhibits and testimony in this record show that 
Panhandle’s so-called ‘“West Lateral’ has the capacity to 
carry the additional gas to Battle Creek since this line is 
relieved of deliveries to Kalamazoo. 
Battle Creek proposes the deletion of the words: 


“* * * but in this connection it concedes that ‘Pan- 
handle might have to expand its facilities.’ ”’ 


II. 


Exception is taken to the following statement set forth 
in the first paragraph appearing at page 53, as follows: 


«<* * * Battle Creek made no showing that it is eco- 
nomiecally feasible for Trunkline to render service to 
it, or that it is economically feasible for Battle Creek 
to buy gas for five months of the year, as it proposes, 
under a rate schedule for year-round firm service. 
Moreover, there is no proof as to any agreement be- 
tween Consumers and Battle Creek, or that one could 
be reached, for its delivery of gas in the manner sug- 
gested, or what egsts or operating difficulties would be 
associated therewfth. Accordingly, Battle Creek’s in- 
volved proposal herein must be rejected.’’ 


The conclusions stated above misconceive the whole pur- 
port of Battle Creek’s intervention and request. In this 
proceeding Battle Creek seeks merely a reservation of a 
small quantity of the gas which the facilities proposed will 
make available. In its petition to intervene, Battle Creek 
made it plain that it desired to be permitted to participate 
in the increased supply of natural gas to become available 
to the integrated system. This position has been main- 
tained throughout these proceedings. If additional quan- 
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tities of gas are to be brought to the area surrounding the 
community which Battle Creek serves, and Battle Creek 
demonstrates its acute need for additional supply, then 


8452 


it should be permitted to share in the gas available. 

The method of obtaining delivery of the gas will be, as 
repeatedly stated on the record, the subject of another pro- 
ceeding. Had Panhandle been a party to this proceeding 
such action might not have been necessary. However, 
since Trunkline, and necessarily its parent, have chosen 
this method of presenting the case, the only course left open 
to Battle Creek is the one it is pursuing, specifically the 
request for an allocation of gas in this proceeding and if 
that is granted, a subsequent request for an order directing 
delivery of the gas. 

The Examiner appears to assume that Battle Creek was 
herein presenting a proposed project. Such is not the 
case. Several alternative suggestions were made as to the 
method of obtaining delivery of any gas which might be 
allocated, but no project was proposed. 

Battle Creek seeks the allocation of 4,000 mef per day 
for the five month winter period on the basis that Trunk- 
line can establish a rate for such service as it has done in 
the case of Consumers. Trunkline’s rate proposed herein 
is tailored specifically for Consumers. Battle Creek agreed 
on the record to pay for the gas it might receive at a rate 
to be determined on a cost of service basis similar to that 
proposed. 

Battle Creek proposes that in lieu of the above quoted 
portion of the Examiner’s decision the following be sub- 
stituted: 


Battle Creek has demonstrated its acute need for 
additional supplies of natural gas and has indicated its 
intention of going forward with a proceeding to obtain 
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delivery of any supply which might be allocated herein. 
If additional supplies of gas were to become available 
through the facilities sought to be certificated here, 
Battle Creek should be permitted to participate in the 
increased supply. 


8453 
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Battle Creek does not except to the overall purport of 
the Examiner’s decision that this project as proposed by 
Trunkline to serve a single preferred customer is contrary 
to the public interest. To give effect to this proposal would 
constitute a precedent whereby a pipe line, operating 
through corporate affiliates, would be permitted to make 
direct sales to selected customers contrary to the spirit and 
intent of the Natural Gas Act. 


/s/ Pxuese Eppes Gorpox 
(Mrs.) Phebe Eppes Gordon, Attorney 
For: Battle Creek Gas Company 
Filed: April 8, 1959 
(8524) 
Usitep States or AMERICA 
FreperaL Power Commission 
Before Commissioners: Jerome K. Kuykendall, Chairman; 
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OPINION No. 321 


Opinion and Order Issuing Certificates 
of Public Convenience and Necessity 


(Issued May 22, 1959) 


This consolidated proceeding involves fifteen interrelated 
applications for certificates of public convenience and ne- 
cessity under Section 7 of the Natural Gas Act. Trunkline 
Gas Company (Trunkline) seeks authority to expand and 
extendn its existing transmission system to provide natural 
gas service to Consumers Power Company (Consumers) 
of Jackson, Michigan. Michigan Gas Storage Company 
(Storage Company) seeks authority to utilize existing 
facilities to transport a portion of this Trunkline gas to 
Consumers. The remaining applicants named above are 
independent producers of natural gas and seek authority 
to sell and deliver natural gas to Trunkline from fields in 
Texas and Louisiana to carry out this project. 

On April 1, 1959, the examiner who presided at the 
hearing in this proceeding issued his initial decision deny- 
ing all of the applications. Exceptions to this decision 
were filed by applicants Trunkline, Storage Company 
(filed jointly with Consumers), Pan American Petroleum 
Corporation (Pan American), Phillips Petroleum Company 
(Phillips), Union Oil Company of California (Union), 
The Superior Oil Company (Superior), Nicklos Oil and 
Gas Company (Nicklos), and Tidewater Oil Company 
(Tidewater). Exceptions 
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were also filed by interveners Battle Creek Gas Company 
(Battle Creek), Michigan Consolidated Gas Company 
(Michigan Consolidated), Michigan Gas Utilities Company 
(Michigan Gas), and Michigan Public Service Commission 
(Michigan Commission), as well as by Commission staff 
counsel, Oral argument before the Commission was held 
on April 9, 1959. 
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Upon consideration of the entire record in this proceed- 
ing, we conclude that the examiner’s decision is in error, 
that certificates of public convenience and necessity should 
be issued to all of the applicants herein, subject, however, 
to the terms and conditions hereinafter set forth, and that 
Trunkline should be directed to render natural gas service 
to intervener, Michigan Gas, as herein provided. 

All of the applications in this proceeding relate to 
Trunkline’s proposal to sell up to 135,000 Mef of natural 
gas per day to Consumers for resale in some 300 Michi- 
gan communities served by Consumers.’ To render this 
service, Trunkline proposes to increase its system capacity 
from 375,000 Mef per day to 510,000 Mef per day by par- 
tially looping its existing mainline transmission system 
and adding new compression, and by extending that system 
204 miles from its present terminus at Tuscola, Illinois 
to the Michigan-Indiana border near White Pigeon, Michi- 
gan where it will connect with gas transmission facilities 
to be constructed by Consumers. Trunkline also proposes 
to construct new gathering lines to connect the additional 
gas supplies in Texas and Louisiana. It is anticipated that 
Consumers will take gas from Trunkline at approximately 
100 percent load factor, and to this end Consumers plans 
to develop and convert two fields (Overisel and North- 
ville) in Michigan to storage operations by 1960 and to 
store Trunkline gas there during off-peak periods.* The 
average proposed charge for gas delivered to Consumers 
is 45.75 cents per Mecf (at 100 percent load factor) and 
is based upon the entire 


1 Trunkline has contracted to deliver to Consumers a maximum daily 
quantity of 100,000 Mcf commencing October 1, 1959, and increasing 
to 125,000 Mcf by October 1, 1960, and to 135,000 Mcf by October 1, 
1961. Their agreement provides for annual increases thereafter up to 
a maximum of 200,000 Mcf per day by October 1, 1963. Only the service 
up to 135,000 Mcf per day by October 1, 1961, is proposed in Trunk- 
line’s present application. 
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incremental cost of Trunkline’s proposed project.? Trunk- 
line also proposes an annual minimum bill equal to the 
sum of the monthly demand charges plus a commodity 
charge based upon 95 percent use of the contract demand. 

Storage Company, a natural gas company which owns 
and operates a gas transmission system and three gas 
storage fields in Michigan, provides gas service on a cost- 
of-service basis to Consumers, which is its sole customer. 
Consumers at the present time receives practically its en- 
tire gas supply from Storage Company. Storage Company 
in turn obtains its natural gas supply from Panhandle 
Eastern Pipe Line Company (Panhandle).* By its appli- 
cation in this proceeding, Storage Company proposes to 
use its presently installed facilities to transport a portion 
of the Trunkline gas for Consumers between market areas 
in Consumers’ service area, thus avoiding duplication of 


pipeline facilities. 
The independent producer applicants propose to sell and 
deliver natural gas to Trunkline in Brazoria and Galveston 


* Consumers has obtained certificates of public convenience and neces- 
sity from the Michigan Commission to construct and operate the pipe- 
lines and compressor facilities required to transport, market and store 
the proposed Trunkline supply. 


*This compares with the present rate of 27 cents per Mcf to Pan- 
handle Eastern Pipe Line Company (Panhandle) which under Trunk- 
line’s proposal would continue in effect after completion of the expansion 
program. Trunkline’s transmission system connects with that of Pan- 
handle at Tuscola, Illinois; and with the exception of minor sales by 
Trunkline to some twenty distributors serving communities along its 
Pipeline route (about 10 percent), all of Trunkline’s present supply of 
gas is delivered and sold to Panhandle at Tuscola. Under its proposed 
plan of operation, Trunkline would continue to make deliveries to 
Panhandle at Tuscola, and would make its deliveries to Consumers at 
the Michigan-Indiana border. 


“Storage Company is owned by Consumers (75 percent) and Pan- 
handle (25 percent). Trunkline is a wholly owned subsidiary of 
Panhandle. 
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Counties, Texas, and in offshore Cameron and Vermilion, 
and onshore Vermilion Parishes, Louisiana. The proposed 
initial price is 20 cents per Mef for the Texas gas, and 
22 cents per Mef for the Louisiana gas. Trunkline relies 
upon this gas supply in support of its proposed expansion 
in this proceeding, and the Texas and Louisiana contracts 
are by their terms made contingent upon receipt of a satis- 
factory certificate by Trunkline. 


Consumers’ Need for Gas and Proposed Facilities 
and Plan of Operation 


Consumers is not a natural-gas company subject to the 
Commission’s jurisdiction and seeks no authorization from 
the Commission in this proceeding. It intervened, how- 
ever, to support the applications filed herein and pre- 
sented evidence to show (1) its critical need for this new 
supply of gas to serve additional space heating customers 
and to meet the requirements of its existing customers, 


and (2) its plan for constructing, operating, and financing 
the facilities required to bring this new gas supply to its 
markets. 
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The examiner found that the public need and market 
requirements for natural gas in Consumers’ service area 
are critical and that Consumers has a need for the gas 
which it has contracted to purchase from Trunkline and 
which Trunkline here seeks authority to deliver and sell 
to it. He further found that Consumers’ plan to develop 
and convert the Overisel and Northville fields to storage 
operations, including the planned remedial program in 
connection therewith, would permit Consumers to carry 
out its operations substantially as proposed and without 
undue capital costs. The record supports the examiner’s 
findings, and we adopt them as our own. The record further 
shows that no objections have been raised to Consumers’ 
plan for financing its construction program; and, as we 
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have noted, Consumers’ has obtained certificates of public 
convenience and necessity from the Michigan Commission 
to construct and operate the pipelines and compressor 
facilities required to transport, market and store the 
Trunkline gas. 

Clearly there is a more than adequate market for the gas 
which Trunkline here proposes to sell to Consumers, and 
Consumers is both willing and able to utilize this gas to 
to meet the needs of its customers in Michigan. 


Trunkline’s Proposed Facilities, Cost of Construction, 
Design, Financing, and Economic Feasibility 


The examiner found that Trunkline’s proposed facilities 
would enable it to deliver maximum contract quantities of 
natural gas to all of its customers and would make the 
operation of its system more flexible; that the design of 
the proposed facilities represents sound engineering; and 
that the estimated cost of $81,458,000 is reasonable. The 
examiner further found that Trunkline’s plan for financing 
is adequate and that the project is financially feasible. As 
for economic feasibility, the examiner found that even 
though there is a question as to Trunkline’s incremental 
cost allocation method, a proper rate can be designed. He 
therefore found Trunkline’s project to be economically 
feasible at a price for gas which would recover the cost 
of the proposed service, including a reasonable rate of 
return. No exceptions to these findings by the examiner 
have been filed by any of the parties hereto. The findings 
are supported by the record, and we adopt them as our own. 


Trunkline’s Gas Supply 


Trunkline’s gas reserve and availability estimates pre- 
pared by the firm of DeGolyer and McNaughton show total 
proved gas reserves, as of January 1, 1958, amounting to 
3,345,135 MMef. Minor contract additions and replace- 
ments further increase this total to 3,683,164 MMef. Trunk- 
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line claims that these reserves are ample to meet its entire 
system requirements, including the proposed sales to Con- 
sumers, for a period of 15 years—the deliverability life of 
the reserves—and that the reserve life index for its system 
is 20.6 years. 


(8528) 


The record discloses that an estimated 371,673 MMcf 
which Trunkline has classed as proved recoverable reserves 
is from certain reservoirs which have not been flow tested. 
Trunkline claims these reserves as proved on the basis of 
core analysis and electrical logs, and on the basis of flow 
tests from other formations in the same field. The exami- 
ner concluded that the evidence offered by Trunkline to 
support these estimated reserves in the non-flow tested 
reservoirs was too tenuous to be used in determining 
proved recoverable reserves. He therefore denied the 371,- 
763 MMef. He found, however, that denial of these re- 
serves did not require the denial of Trunkline’s applica- 
tion for lack of gas supply, since even if these reserves 
are climinated Trunkline’s reserve life index and the deliv- 
erability life of its reserves are conceded to be 18.5 and 
13.5 years respectively, and this meets the criteria of 
recent Commission decisions. 

We agree that the gas supply available to Trunkline 
meets the criteria of recent decisions. Some clarification, 
however, is required. All of the evidence of record regard- 
ing reserve life index and deliverability life is based on a 
starting date of January 1, 1958, whereas the expanded 
service which Trunkline proposes will not commence until 
the latter part of 1959 and 1960 will be the first calendar 
year of service. In considering the adequacy of Trunk- 
line’s gas supply, we are concerned with the number of 
years the expanded service can be rendered. Thus, any 
computation of reserve life index and deliverability life 
from a starting date prior to the time when the service is 
to commence is misleading. 
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As stated above, the record shows that as of January 1, 
1958, the deliverability life claimed by Trunkline is 15 
years. The record also shows that certain reservoirs were 
not flow tested, and there is a question as to the availa- 
bility of gas from these reservoirs. The record further 
shows that if the gas reserves claimed to be in the non- 
flow tested reservoirs is excluded, the deliverability life 
is reduced to 13.5 years. It is evident, therefore, that if a 
more significant starting date of January 1, 1960, is used 
in computing deliverability life, the deliverability life of 
Trunkline’s gas supply is a maximum of 13 years and a 
minimum of 11.5 years. Although this is minimal, we 
consider the gas supply available to Trunkline to be 
reasonably adequate. 


Trunkline’s Proposed Tariff and Rates 


As the foregoing discussion shows, the examiner found 
that there is an adequate market for Trunkline’s expanded 
gas service, that Trunkline’s gas supply is adequate to 
support the expansion, that Trunkline’s proposed facilities 
are adequate to render the service proposed and are well 
designed, that the estimated cost of construction reason- 
able, that the project is financeable, and that the project 
is economically feasible. It would appear, therefore, that 
Trunkline, who is able and willing to render the proposed 
service, has satisfied the established requirements for the 
issuance of a certificate of public convenience and neces- 
sity under Section 7 of the Act. The examiner neverthe- 
less denied Trunkline’s application. The examiner was 
in error. 
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The examiner found that Trunkline, by proposing to 
render service only to Consumers, was by indirection at- 
tempting to assume functions of allocation which were 
properly entrusted by Congress to the Commission alone. 
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To meet the requirements of the Act, he found that the 
Commission has no alternative but to reopen the record 
for the purpose of permitting Panhandle’s and Trunkline’s 
customers to show their requirements in order to get their 
fair share of the expanded capacity; or to reserve the 
new capacity until an allocation proceeding can be con- 
cluded. Since, in his opinion, the additional facilities re- 
quired to meet the needs of such customers would un- 
doubtedly be far in excess of Trunkline’s present pro- 
posal, to the extent of being an entirely different project, 
he concluded that the applications in this proceeding must 
be denied. 

There is no justification for the examiner’s conclusion 
that this project must be rejected simply because Trunk- 
line proposes to utilize its increased capacity to serve one 
or two new customers without making this increased capac- 
ity available to its existing customers and Panhandle’s 
customers as well. Of the customers of Trunkline and 
Panhandle who are parties to this proceeding, only two, 
Michigan Gas and Battle Creek, presented evidence of 
thier market requirements in support of an allocation of 
gas. All issues of allocation which have been raised on 
the record in this proceeding are herein disposed of. Trunk- 
line has proved the market for its gas in this proceeding 
and has otherwise demonstrated that its proposed project 
is required by the public convenience and necessity. The 
fact that there may be a need for gas in markets other 
than those which Trunkline here proposes to serve, and that 
others who are not parties to this proceeding may have a 
need for additional or new gas supplies, is no justification 
for denying the applications in this proceeding. 

Trunkline’s proposed rates to Consumers are set forth 
in its proposed Rate Schedules P-2 and R-2 (Exhibit 21). 
Rate Schedule P-2 is limited in availability to Consumers 
alone, and is for a three-year period from October 1, 1959 
to September 30, 1962, in accordance with the letter agree- 
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ment of June 25, 1958, between Trunkline and Consumers. 
Trunkline’s proposed rates are based on the cost to Trunk- 
line of the additional gas to be purchased and the addi- 
tional facilities to be constructed to make the proposed 
sale. The rates also reflect all other costs and expenses 
assignable to the gas to be delivered to Consumers, includ- 
ing a 614 percent return to Trunkline on its additional 
investment. 

Rate Schedule P-2 applies to all gas to be delivered by 
Trunkline to Consumers on a firm basis. It provides for a 
monthly demand charge of $3.57 per Mef of contract 
quantity, and a commodity charge of 34 cents per Mef for 
gas delivered during the billing month. It also contains 
provision for an annual minimum bill consisting of the 
sum of the monthly demand charges for the billing year, 
plus a commodity charge of 34 cents per Mef based on 95 
percent use of the annual contract demand. 


(8530) 


Trunkline’s proposed Rate Schedule R-2 is for natural 
gas which Trunkline may sell and deliver to Consumers in 
excess of Consumers’ purchases under Rate Schedule P-2. 
The rate to be paid by Consumers for gas purchased under 
Rate Schedule R-2 is 45.75 cents per Mef, which approxi- 
mates the rate to be paid for gas under Rate Schedule P-2 
at 100 percent load factor. 

In contrast to the 45.75 cents per Mef which Trunkline 
proposes to charge Consumers, Trunkline’s charge to its 
parent, Panhandle as hereinabove indicated (footnote 3) 
for natural gas delivered by Trunkline to Panhandle at 
Tuscola, Illinois, is approximately 27 cents per Mef.5 This 


* Trunkline’s firm sales to Panhandle are billed under a two-part rate 
containing a demand charge of $2.90 per Mcf and a commodity charge 
of 17.5 cents per Mcf. Since Panhandle takes gas from Trunkline at 
about 96 percent load factor, the average rate is approximately 27 cents 
per Mcf. Excess gas sales to Panhandle are billed at a rate of 27 cents 
per Mcf. Trunkline’s other customers receive gas at a straight-line 
commodity rate of 33 cents per Mcf. 
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price differential results from Trunkline’s assignment of 
all of the costs of its proposed project to the gas for Con- 
sumers on an incremental basis. Staff opposed the pro- 
posed incremental cost rates to Consumers, taking the 
position that the rates to Consumers should be determined 
on the basis of a partial rolled-in cost allocation. The ex- 
aminer agreed with staff’s general position. He concluded 
that the proposed rates are not in the public interest, and 
that they should be redesigned on the basis of a complete 
rolled-in allocation of costs. 

The examiner correctly concluded that Trunkline’s rates 
to Consumers should not be based on incremental costs, 
and we shall condition the certificate herein issued to 
Trunkline to require the filing of revised rate schedules 
as hereinafter prescribed. 

Trunkline’s existing and proposed facilities will consti- 
tute an integrated pipeline system, and the costs associ- 
ated with the additional facilities and new gas supply with 
which Trunkline here seeks to expand this integrated 
system cannot be regarded as being for the exclusive bene- 
fit of any one customer or group of customers. 

Trunkline’s proposed cost of service to Consumers in- 
cludes all of the proposed gas expense directly attribut- 
able to the new gas purchase contracts which Trunkline 
asserts were executed solely to enable it to make the pro- 
posed sale to Consumers. However, the gas to be sold and 
delivered to Trunkline in accordance with these contracts 
will be commingled with and become a part of Trunkline’s 
over-all gas supply. Also the record shows that the daily 
delivery of gas to be produced in accordance with these 
contracts will exceed the daily deliveries to be made by 
Trunkline to Consumers. Trunkline’s new gas supply will 
benefit Panhandle-Trunkline system, and the higher pur- 
chase costs of this new gas supply cannot properly be 
assigned solely to the proposed sale to Consumers. 


(8531) 
(8531) 


The record discloses that the proposed deliveries to 
Consumers, during the first two years of operation will 
not fully utilize the increased capacity which will result 
from the partial looping program which Trunkline pro- 
poses. This looping program will therefore enable Trunk- 
line to deliver increased quantities of natural gas to its 
parent, Panhandle, under its existing tariff provisions for 
delivery of excess gas. Not only would Panhandle and its 
existing customers be benefited by the delivery of such 
additional quantities of gas by reason of Trunkline’s par- 
tial looping program; but under Trunkline’s existing 
tariff this additional gas would be delivered at the rate of 
27 cents per Mef. There is no basis for the assignment of 
all the costs of the partial looping program to the proposed 
sale to Consumers where such discrimination may result. 

Additionally, there is evidence of record to show that 
Trunkline’s proposed looping in this proceeding is but 
the first step in an over-all expansion program. Trunk- 
line presently proposes to loop approximately 64 percent 
of its existing main line. Staff contends that the looping 
of the remaining 36 percent of the main line could increase 
Trunkline’s capacity by at least 200,000 Mcf per day over 
and above the 135,000 Mef proposed here, without having 
to add additional compression.* Such additional looping 
will provide Trunkline with greatly increased capacity 
over and above the 135,000 Mef without additional com- 
pression, and will be even greater with compression. Thus 
with a materially smaller investment than it proposes 
here, the Panhandle-Trunkline integrated system will be 
able to realize substantial benefits. 

The looping of Trunkline’s main line will result in in- 
creased reliability of operations by insuring continued de- 


*Staff’s contention here should not be construed as prejudgment of 
what Trunkline’s design in a future expansion should be. 
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liveries in the event of a line failure in the looped portion, 
and will provide greater flexibility in Trunkline’s opera- 
tions and service. Also the extension of its gathering 
system and the attachment of the new gas supply here 
proposed will not only provide reserves not heretofore 
connected to the system but gives Trunkline access to new 
locations from which to bring additional future gas sup- 
plies into its system. These are benefits which will accrue 
to the Panhandle-Trunkline system as an integrated whole. 

The Commission has consistently rejected allocation 
methods which would, in effect, assign costs of particular 
main line facilities to a specific customer. Likewise, the 
Commission has rejected methods which treat, for rate 
purposes, particular gas purchase contracts as being dedi- 
cated to a specific customer.’ Trunkline’s proposed rates, 
based as they are upon all the incremental costs of Trunk- 
line’s expansion project, 


(8532) 


are inherently inequitable and would tax the customers of 
Consumers for benefits to be enjoyed by all of the cus- 
tomers of the integrated Panhandle-Trunkline system. 

In conditioning the certificate herein issued to Trunk- 
‘line, we shall adopt the method of cost allocation recom- 
mended by staff and designated in this proceeding as its 
Method No. 1. Under this method, unit costs are com- 
puted on a system-wide basis (often referred to as the 
Seaboard Method) based on Trunkline’s main transmis- 
sion system up to Tuscola, Illinois. Included in these 
rolled-in costs are all of the costs of Trunkline’s proposed 
new gas supply and its proposed main line loops. The 
tosts of Trunkline’s proposed line extension northeast 


7 See Matter of Trunkline Gas Supply Co., 8 F.P.C. 250, 257; Matters 
of Panhandle Eastern Pipe Line Co., et al., 10 F.P.C. 185, 192; Matter 
of El Paso Natural Gas Co., Opinion No. 278, issued November 26, 1954, 
Docket No. G-2018, p. 44. 
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from Tuscola to the Michigan-Indiana border are directly 
assigned to the gas to be served through this extension, 
‘and are added to the rolled-in costs at Tuscola in deter- 
mining the rates for this gas. The direct assignment of 
costs beyond Tuscola reflects the greater distance over 
which this gas must be transported, and in effect results 
in the creation of a new zone for Trunkline’s sales. Fur- 
thermore, since both Consumers and Michigan Gas will 
continue to receive a portion of their system requirements 
through Panhandle, (who in turn purchases from Trunk- 
line near Tuscola), the proposed extension by Trunkline 
from Tuscola to the Michigan-Indiana state line repre- 
sents an additional link in the transportation facilities 
between Tuscola (which is in Panhandle’s Central Zone) 
and the two customers (who are located in Panhandle’s 
Eastern zone). The direct assignment of costs beyond 
Tuscola avoids assessing the existing customers of Trunk- 
line with a portion of the costs related to the dual trans- 
portation facilities devoted to service to Consumers and 
Michigan Gas, and thereby reflects a rate zone differential 
in Trunkline’s rates between Trunkline’s two zones. 
Trunkline’s extension from Tuscola to the Michigan- 
Indiana border as proposed contains capacity in excess of 
the volumes proposed to be transported.* The rates which 
we shall require Trunkline to file will therefore be subject 
to reduction as the volumes of gas sold and delivered to 
Consumers increase over and above 135,000 Mef. We shall 
review this matter as operating data become available, and 
certainly in any subsequent certificate proceeding in which 
there is a proposal to increase deliveries to Consumers; 
and in either event, we expect Trunkline to propose such 


* With the existing inlet pressure at Tuscola, this line will have a 
capacity of 200,000 Mcf per day, as compared to the 135,000 Mef which 
Trunkline proposes to serve in this proceeding, Until Consumers pur- 
chases its full contract quantities, the investment in this line will not 
be fully utilized. 


338 
(8532) 


lower rates as are consistent with the reduced unit costs 
of the expanded system. 

Of the three methods of allocating costs on a rolled-in 
basis presented by staff in this proceeding, staff’s recom- 
mended Method No. 1 is most appropriate in the circum- 
stances of this case.® This method of allocation 


(8533) 


is consistent with our long-standing policy of utilizing a 
system-wide approach in costing and pricing firm serv ice 
for gas delivered and sold from a company’s main line 
facilities, and will best serve the public interest by pro- 
viding for a fair distribution of costs, commensurate with 
the benefits to be enjoyed by all of the customers of the 
Panhandle-Trunkline system. 

Trunkline shall file revised rate schedules for its pro- 
posed sales at the Michigan-Indiana border near White 
Pigeon, Michigan providing for a monthly demand charge 
of $3.05 per Mef of contract demand and a commodity 
charge of 30 cents per Mef for firm gas, and a rate of not 
more than 40 cents per Mef for excess gas sold and de- 
livered on a when, as and if available basis.’ 

Regarding the 95 percent annual minimum bill provision 
in Trunkline’s proposed Rate Schedule P-2, no evidence 
was introduced by Trunkline to show the need or justifi- 
cation for such a high minimum bill. On the other hand, 


*Method No. 2 is a demand-mile, commodity-mile allocation which 
establishes one zone for the proposed extension from Tuscola to the 
Michigan-Indiana border. Method No. 3, which as modified is desig- 
nated 3A in Exhibit No. 46, is a system-wide allocation applied to 
Trunkline’s existing system as well as all of its proposed facilities. As 
modified, it assigns such system-wide costs to two rate zones (see 
Method 2) on the basis of historical rate zone differentials in Pan- 
handle’s system. 


* The rates here prescribed have been determined in accordance with 
the computations shown in Exhibit No. 46 for Method No. 1. The 
average rate for firm gas under this two-part rate schedule at 100 per- 
cent load factor is approximately 40 cents per Mcf. 
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there is evidence of record to show that this annual mini- 
mum bill provision is contrary to the public interest. The 
Assistant Chief of the Commission’s Bureau of Rates and 
Gas Certificates, presented as the staff’s policy witness 
on rate matters, testified that the high minimum bill pro- 
posed by Trunkline is unknown in the industry and that 
if a certificate is granted to Trunkline its proposed mini- 
mum bill in Rate Schedule P-2 should be reduced to a 
more reasonable and equitable basis, namely, an annual 
minimum Dill equal to the sum of the monthly demand 
charges, plus a commodity charge based on 75 percent 
instead of 95 percent use of the contract demand. Ac- 
cordingly, the revised rate schedule to be filed by Trunk- 
line for firm gas to be sold and delivered near White 
Pigeon, Michigan, shall provide for a minimum annual 
bill of not more than the sum of the monthly demand 
charges, plus a commodity charge based on 75 percent use 
of the contract demand. 

Since we are also requiring as a condition to the certifi- 
cate to be issued to Trunkline herein that Trunkline sell 
and deliver up to 6000 Mef of natural gas per day to Michi- 
gan Gas, the revised rate schedules to be filed by Trunk- 
line shall contain no limitations upon availability or time 
of service. 

The record shows that Trunkline’s proposed tariff de- 
viates in a number of respects from Commission regula- 
tions and accepted practices. Trunkline shall file such 
modifications in its tariff as are required to correct these 
deviations and make its tariff conform to Commission reg- 
ulations and accepted practices. We shall reserve the right 
to prescribe such further changes in Trunkline’s revised 
filing as may be necessary to make it so conform. 

(8534) 
Storage Company’s Application 


Storage Company seeks authority to utilize its existing 
facilities to transport for Consumers a portion of the gas 
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to be received by Consumers from Trunkline. The ex- 
aminer found that Storage Company’s facilities are ade- 
quate to render this service. He found that this service 
will cause only a slight increase in Storage Company’s 
operating expenses, and that these additional expenses 
will have no adverse effect upon Storage Company’s earn- 
ings or income since they will be passed on and borne 
entirely by Consumers on a cost of service basis. The ex- 
aminer further found that utilization of Storage Com- 
pany’s facilities in the manner proposed will be in the 
publie interest in that it will avoid unnecessary duplica- 
tion of facilities and result in savings to Consumers and 
its customers. Storage Company’s application is uncon- 
tested, and no exceptions to the foregoing findings of the 
examiner have been filed. We adopt the examiner’s find- 
ings, and shall issue a certificate authorizing the proposed 
transportation service. 


The Interveners’ Cases 


Interveners Battle Creek and Michigan Gas, not now 
customers of Trunkline, presented evidence in support of 
requests for allocations of gas from Trunkline’s proposed 
project. Trunkline has agreed to sell Michigan Gas the 
6000 Mef which it seeks if the Commission finds the sale 
to be required by the public convenience and necessity. 
Trunkline, however, opposes any allocation of gas to Battle 
Creek in this proceeding. 

Battle Creek seeks an allocation of 4000 Mef per day 
during the five winter months from November through 
March of each year. It seeks no gas during the rest of 
the year. Battle Creek proposes to purchase this gas at 
Tuscola, Illinois, and have it transported through Pan- 
handle’s facilities in the same manner as other gas which 
Battle Creek is presently purchasing from Panhandle. 
Battle Creek’s service area is surrounded by areas to 
which Trunkline’s additional gas supply will be made 
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available through Consumers, and Battle Creek contends 
that Trunkline’s proposed service should extend to the 
areas as a whole and not be limited to service to any pre- 
ferred customer. 

The examiner rejected Battle Creek’s request for a re- 
served allocation of Trunkline’s gas. He found that Battle 
Creek has made no showing that it is economically feasible 
for Trunkline to render service to it, or that it is eco- 
nomically feasible for Battle Creek to buy gas for five 
months of the year under a rate schedule for year-round 
firm service, as it here proposes. He also found that there 
is no proof in the record that appropriate contractual ar- 
rangements have been or could be reached, or any evi- 
dence of the costs or the operating difficulties associated 
with the delivery of the gas to Battle Creek. We agree 
with these findings and with the examiner’s conclusion 
that Battle Creek’s request for gas in this proceeding must 
be denied. 

(8535) 


Michigan Gas distributes gas in a service area which 
extends across the southern part of Michigan. This service 
area is divided into a Western Division and a Southern 
Division. Michigan Gas seek 6000 Mef of firm gas per 
day from Trunkline for the Coldwater District of its 
Southern Division which is presently served with gas pur- 
chased from Panhandle. It proposes to construct an 18 
mile lateral at an estimated cost of $416,000 to connect its 
existing facilities at Sturgis, Michigan with Trunkline’s 
proposed extension at its terminus on the Michigan- 
Indiana border near White Pigeon, Michigan. 

The examiner found that Michigan Gas’ proposed line 
is financeable, that it is adequate to transport the gas from 
Trunkline, and that its cost is reasonable. He found, too, 
that Michigan Gas has a compelling need for this addi- 
tional supply of gas. The record supports these findings 
of the examiner; and we conclude, as he did, that Trunk- 
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line should be ordered to establish physical connection of 
its proposed facilities with the proposed facilities of Michi- 
gan Gas, and to sell and deliver up to 6000 Mcf per day 
to Michigan Gas at the terminus of its proposed facilities 
near White Pigeon under the revised rate schedules pre- 
scribed by this order. 

Certain other interveners have requested allocations of 
gas from Trunkline, but presented no evidence in this 
proceeding. These requests must be denied. Several of 
these interveners have, in the alternative, requested the 
imposition of a condition in the certificate herein issued 
to Trunkline which would prevent any part of the cost of 
the proposed project from being allocated to Trunkline’s 
existing customers, including Panhandle, or to Panhandle’s 
existing customers. These interveners, who are presently 
purchasing gas from Panhandle, contend that they will 
receive no benefit from Trunkline’s proposed project. As 
we have already found, there is no merit in this argument. 
Trunkline’s added gas supply will in fact benefit Pan- 
handle and its customers, and they will receive additional 
substantial volumes of gas by reason of the facilities which 
Trunkline here proposes to construct and operate. They 
will also benefit from the addition of new areas as sources 
of supply to the Trunkline system, and from the increased 
flexibility and reliability of service which will be realized 
through the expansion of Trunkline’s system. The re- 
quests of these interveners for a condition in Trunkline’s 
certificate limiting the allocation of cost must be denied. 


(8541) 
The Commission further finds: 


(1) Trunkline is a ‘‘natural-gas company’’ within the 
meaning of the Natural Gas Act as heretofore found by 
the Commission. 
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(8542) 

(2) Trunkline’s proposed facilities hereinabove referred 
to, and more fully described in its application, will be used 
in the transportation and sale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, 
and such facilities, together with the construction and 


operation thereof, are subject to the requirements of sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 


(3) Trunkline’s proposed sales of natural gas herein- 
above referred to, and more fully described in its applica- 
tion, will be made in interstate commerce for resale for 
ultimate public consumption, subject to the jurisdiction of 
the Commission, and such sales are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 


(4) Subject to the requirements of our order herein and 
the conditions of the certificate herein issued, Trunkline 
is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regu- 
lations of the Commission thereunder. 


(5) The construction and operation of the facilities pro- 
posed by Trunkline, and the sales of natural gas proposed 
by it are required by the public convenience and necessity, 
and a certificate should be issued to Trunkline as herein- 
after ordered and conditioned. 


(6) The conditions attached to the certificate herein 
issued to Trunkline are required by the public convenience 
and necessity. 


(7) Storage Company is a ‘‘natural-gas company”’ 
within the meaning of the Natural Gas Act as heretofore 
found by the Commission. 
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(8) Storage Company’s proposed operation of its pres- 
ently installed facilities to transport natural gas in inter- 
state commerce hereinabove referred to, and more fully 
described in its application, is subject to the jurisdiction 
of the Commission and to the requirements of subsections 
(ce) and (e) of Section 7 of the Natural Gas Act. 


(9) Storage Company is able and willing properly to 
do the acts and to perform the service proposed and to 
conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission 
thereunder. 


(10) The proposed operation of Storage Company’s 
facilities to transport natural gas in interstate commerce 
is required by the public convenience and necessity, and a 
certificate should be issued to Storage Company as herein- 
after ordered. 


(8543) 


(11) Each of the independent producers named above 
as parties to this proceeding is or upon initiation of the 
proposed sales to Trunkline will be engaged in the sale of 
natural gas in interstate commerce for resale for ultimate 
public consumption, subject to the jurisdiction of the Com- 
mission, and is or will be a ‘‘natural-gas company”’ within 
the meaning of the Natural Gas Act. 


(12) The sales of natural gas proposed by each of the 
producer applicants, as more fully described in their appli- 
cations, are subject to the jurisdiction of the Commission, 
and such sales, together with the construction and opera- 
tion of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Nat- 
ural Gas Act. 


(13) Each of the producer applicants is able and willing 
properly to do the acts and to perform the services pro- 
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posed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations there- 
under. 


(14) The sales proposed by each of the producer appli- 
cants, together with the construction and operation of any 
facilities subject to the jurisdiction of the Commission 
necessary therefor, are required by the public convenience 
and necessity, and certificates should be issued to each of 
them as hereinafter ordered. 


(15) Exceptions to the presiding examiner’s initial de- 
cision, to the extent not granted, should be denied. 


(16) To the extent that it is inconsistent with this 
opinion and order, the presiding examiner’s initial deci- 
sion issued April 1, 1959, should not be adopted. 

The Commission orders: 


(A) A certificate of public convenience and necessity is 


hereby issued to Trunkline, upon the conditions herein- 
after set forth, for the construction and operation of the 
facilities proposed, and for the sales of natural gas pro- 
posed. 


(B) Trunkline shall within 30 days from the issuance 
of this order file revised rate schedules for its proposed 
sales at the Michigan-Indiana border near White Pigeon, 
Michigan, providing for a monthly demand charge of $3.05 
per Mef of contract demand and a commodity charge of 30 
cents per Mef for firm gas, and a rate of not more than 40 
cents per Mef for excess gas sold and delivered on a when, 
as and if available basis; and providing for a minimum 
annual bill for firm gas of not more than the sum of the 
monthly demand charges, plus a commodity charge based 
on 75 percent load factor use of the contract demand. 


(8544) 


Trunkline’s revised rate schedules shall contain no limita- 
tions upon availability or time of service, and shall con- 
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form in all respects to Commission regulations and ac- 
cepted practices. We reserve the right to prescribe such 
further changes in Trunkline’s revised filing as may be 
necessary to make it conform to Commission regulations 
and accepted practices. 


(C) Trunkline shall establish physical connection of its 
proposed facilities with those of Michigan Gas as herein- 
above described, and shall sell and deliver up to 6000 Mef 
of firm gas per day from its proposed 135,000 Mef in- 
creased capacity to Michigan Gas at the terminus of Trunk- 
line’s proposed extension on the Michigan-Indiana border 
near White Pigeon, Michigan, under the revised rate sched- 
ules prescribed in paragraph (B) above. 


(D) A certificate of public convenience and necessity is 
hereby issued to Storage Company to utilize its existing 
facilities, as proposed to transport natural gas in inter- 
state commerce. 


(E) The general terms and conditions set forth in para- 
graphs (a), (b), (c) and (e) of Section 157.20 of the 
Commission’s Regulations Under the Natural Gas Act 
shall attach to the issuance of the certificates granted in 
paragraphs (A) and (D) above, and to the exercise of the 
rights thereunder. Paragraphs (b) and (e), however, do 
not apply to Storage Company. 


(F) The time within which the facilities hereby au- 
thorized shall be constructed and placed in actual opera- 
tion, as provided by paragraph (b) of said Section 157.20 
of the Regulation, is hereby fixed at six months from the 
issuance of this order. 


(G) Certificates of public convenience and necessity are 
hereby issued to each of the independent producer appli- 
cants in this proceeding for the sales of natural gas in 
interstate commerce for resale as proposed, together with 
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the construction and operation of any facilities subject to 
the jurisdiction of the Commission necessary therefor. 


(H) The certificates issued to producer applicants in 
paragraph (G) above shall be deemed accepted and of full 
force and effect, unless refused in writing and under oath 
within 30 days from the issuance of this order; and the 
facilities authorized by said certificates shall be con- 
structed and placed in actual operation within six months 
from the issuance of this order. 


(1) The certificates issued to producer applicants in 
paragraph (G) above are not transferable and shall be 
effective only so long as each of said applicants continues 
the acts or operations hereby authorized in accordance 
with the provisions of the Natural Gas Act, and the appli- 
cable rules, regulations and orders of the Commission. 


(8545) 


(J) The grant of the certificates herein shall not be 
construed as a waiver of the requirements of Section 4 of 
the Natural Gas Act, or of Part 154 of the Commission’s 
Regulations Under the Natural Gas Act, requiring the 
filing of rate schedules for the service herein authorized; 
and is without prejudice to any findings or orders which 
have been or may hereafter be made by the Commission in 
any proceeding now pending or hereafter instituted against 
the applicants. Further, the action taken in this proceeding 
shall not foreclose or prejudice any future proceedings or 
objection relating to the operation of any price or related 
provision in the gas purchase contracts here involved. 


(K) Exceptions to the presiding examiner’s initial de- 
cision, not otherwise granted, are hereby denied. 


(L) To the extent that it is inconsistent with this opinion 
and order, the presiding examiner’s initial decision issued 
April 1, 1959, is not adopted. 
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By the Commission. Commissioner Connole dissenting in 
part, concurring in part, filed a separate statement. 
Commissioner Kline concurring in part, dissenting in 
part, filed a separate statement. 


JosePpH H. GuTrRIvE, 
Secretary. 
FeperaL Power CoMMIssION 
(8546) 
In the Matters of 


Trunkline Gas Company 
Docket No. G-15394 


Michigan Gas Storage Company 
Docket No. G-15827 
Pan American Petroleum Corporation 
Docket No. G-15438 


Phillips Petroleum Company 
Docket No. G-15471 


Phillips Petroleum Company 
Docket No. G-15472 
Union Oil Company of California 
Docket No. G-15485 
Union Oil Company of California 
Docket No. G-15486 


Union Oil Company of California 
Docket No. G-15487 


The Superior Oil Company 
Docket No. G-16147 


Nicklos Oil and Gas Company 
Docket No. G-16222 


Tidewater Oil Company 
Docket No. G-16267 
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Pan American Petroleum Corporation 
Docket No. G-16501 


Pan American Petroleum Corporation 
Docket No. G-16502 


J. S. Michael Company 
Docket No. G-16551 
J. S. Michael 
Docket No. G-16570 
(Issued May 22, 1959) 
ConxnoLe, Commissioner, dissenting in part, concurring in 
part: 
(8553) 
I concur in so much of this order that certificates the 
pipeline sale and makes provision for pricing the gas to 
Consumers Power Company in accordance with the allo- 


cation method suggested.1 I dissent to so much of the 
order that certificates sales by these independent pro- 
ducers at the proposed prices. 


Wruuram R. Conno.e, 
Commissioner. 


1In doing so I am unable to resist the temptation to point this out. 
My Brother Kline’s dissent on the allocation of the cost of purchased 
gas is eloquent testimony of the need for regulation of gas prices 
before not after the damage is done. For certainly the difficulty in 
allocating cost of purchased gas would be materially reduced if these 
gales were not made at record high prices for Gulf Coast Texas. I 
daresay a change in the Commission’s action at the beginning of the 
pipeline would be worlds more effective than a change in our action 
concerning the end of it. 
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In the Matters of 


Trunkline Gas Company, et al. 
Docket Nos. G-15394, et al. 


Kurz, Commissioner, concurring in part and dissenting 
in part: 


I concur that we should issue a certificate to Trunkline. 
However, I dissent strongly to the action of the majority 
in rolling in all costs of purchased gas, at least until such 
time as Trunkline applies for and receives further authori- 
zation to expand its facilities. 

In order that there may be no mistake as to my position, 
I wish to state that I will not take issue with the decision 
of the majority that all costs of transmission up to Tuscola 
should be rolled in and not assigned to this particular sale. 
As the majority opinion points out, other customers of 
Trunkline than Consumers receive some benefits, either 
presently or prospectively, from the main line construc- 
tion, and it would not be equitable to charge all of these 
costs to Consumers. 

A different situation exists with regard to the rolling in 
of costs of the newly purchased gas. This newly purchased 
gas is much more expensive than Trunkline’s existing gas 
supply. The results of rolling in the cost of the newly pur- 
chased gas will be to shift from Consumers to the other 
customers of Trunkline costs aggregating several million 
dollars a year. Consumers will use the newly purchased 
gas and desires to pay for it. Trunkline’s other customers 
object strenuously to paying for this gas from which they 
will receive no appreciable benefit. The only party to the 
proceeding who insists that the costs should be rolled in 
is the staff. The staff does not contend that any adminis- 
trative or regulatory difficulties will be encountered by 
the company or this Commission if we permit Consumers 
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an incremental rate based upon the price of the newly pur- 
chased gas only. The only argument of any consequence 
which it advances in support of its position is that it cus- 
tomarily requires the rolling in of costs. This, to me, is 
no reason at all. If no reason exists for following a rule 
other than that is the way matters have been handled in 
the past and if following the rule will result in no discern- 
ible benefits but will produce inequitable results, the rule 
should not be applied. It is clearly unjust and inequitable 
to attempt to shift the cost of gas purchased for Con- 
sumers to other customers of Trunkline who will receive 
no substantial benefit from it. 

I recognize that ordinarily it is necessary to roll in costs 
of gas. An impossible administrative and regulatory situ- 
ation would exist if we attempted to assign to each seg- 
ment of the market its own individual supply of gas. I also 
recognize that when Trunkline makes any further expan- 
sion it may very well be necessary to require it to roll in 
all costs 
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of purchased gas, including the supply here delivered to 
Consumers. But until such time as Trunkline expands 
further or until some showing is made that under the cir- 
cumstances of this particular case a good reason exists for 
rolling in these costs of purchased gas, I dissent from the 
requirement that the costs be rolled in. 

Although the Commission has usually followed the doc- 
trine of rolling in costs, it has often refused to do so when 
an inequitable or unjust result would occur if the costs 
were rolled in. See In the Matter of Colorado Interstate 
Gas Company, 19 FPC 1012 at 1021, where we said: 


««. .. we do not believe that we should blindly adhere 
to a principle where it is apparent that to do so will 
lead to unfair and inequitable results.’’ 
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In the Matter of Natural Gas Pipeline Company of 
America, 12 FPC 708, is almost directly in point. There, 
the Commission’s holding is succinctly expressed in the 
syllabus as follows: 


‘‘Commission concludes that a two-block rate form 
for Natural’s ‘outside’ customers is just and reason- 
able, and that an overall rolled-in rate would be un- 
duly discriminatory against the Chicago companies 
and unduly preferential in favor of the ‘outside’ cus- 
tomers.’’ 


See also, In the Matters of Montana Power Company, 11 
FPC 1. 

These cases, as well as others cited by applicants, show 
that the Commission in the past has not hesitated to depart 
from the principle of rolled-in costs when it found it to be 
in the public interest or otherwise just and equitable to 
do so. The same strong reasons exist here as did in the 
Natural Gas Pipeline Company of America case, supra. 
for not applying this principle, namely, that it is unduly 
discriminatory against Trunkline’s other customers and 
unduly preferential in favor of Consumers. Any slight 
benefit which Trunkline’s customers other than Consumers 
will receive is offset many times by what they must pay 
by reason of rolling in the cost of the gathering and main 
line facilities, which, for the present at least, are almost 
wholly for the benefit of Consumers. If the majority does 
not require the rolling in of costs beyond Tuscola because 
Consumers is the only beneficiary of that line, then why 
should it require other customers of Trunkline to pay for 
gas which benefits only Consumers? The choice here is 
simply one between the bureaucratic tendency of blind 
conformity toward rule regardless of the circumstances 
of the case or to arrive at a result which is equitable and 
fair and in the interest of the consuming public served by 
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the Trunkline system. I cannot agree with the majority 
that we should so prize conformity that we should accept 
it as our choice. 


(8556) 


I thoroughly agree with the majority that the producers’ 
sales should be certificated at the proposed initial prices. 
The opinion does not discuss as fully as I would des: -e the 
reasons for reaching this result. However, the many cases 
pending before us in which this same issue is present 
assure me that I shall have ample opportunity to express 
my views. In order not to delay the issuance of this certifi- 
cate, I shall not now discuss this issue. 


AgtTaur Kurve, 
Commissioner. 
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UNITED STATES OF AMERICA 
In The Matters Of 


Trunkline Gas Company 
Docket No. G-15394 


Pan American Petroleum Corporation 
Docket No. G-15438 


Phillips Petroleum Company 
Docket Go. G-15471 


Phillips Petroleum Company 
Docket No. G-15472 


Union Oil Company of California 
Docket No. G-15485 


Union Oil Company of California 
Docket No. G-15486 


Union Oil Company of California 
Docket No. G-15487 
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Michigan Gas Storage Company 
Docket No. G-15827 


The Superior Oil Company 
Docket No. G-16147 
Nicklos Oil and Gas Company 
Docket No. G-16222 
Tidewater Oil Company 
Docket No. G-16267 
Pan American Petroleum Corporation 
Docket No. G-16501 


Pan American Petroleum Corporation 
Docket No. G-16502 


J. S. Michael Company 
Docket No. G-16551 


J. S. Michael 
Docket No. G-16570 


Application of Battle Creek Gas Company for Rehearing of 
Order Issued May 22, 1959 


Comes now Battle Creek Gas Company (hereinafter re- 
ferred to as Battle Creek), an intervenor in Docket No. 
G-15394 et al., aggrieved by the Order of the Federal Pow- 
er Commission (hereinafter referred to as the Commission) 
issued May 22, 1959, and hereby applies for rehearing 
pursuant to the provisions of Section 19(a) of the Natural 
Gas Act (hereinafter referred to as the Act) and Section 
1.34 of the Commission’s Rules of Practice and Procedure. 

Battle Creek is aggrieved by the denial of an allocation 
of a portion of the gas supply to be made available by the 
certification of the increased facilities of Trunkline Gas 
Company (hereinafter referred to as Trunkline and the 
additional 


gas reserves authorized to be attached to the system and 
by the imposition upon it as an indirect customer of Trunk- 
line of additional costs without commensurate benefits. 
This application for rehearing is based upon the grounds 
that the Commission has unjustly discriminated against 
Battle Creek and has abrogated its regulatory responsi- 
bility to allocate pipe line capacity in the public interest. 


I. 


The Commission Unjustly Discriminated Against 
Battle Creek 


Battle Creek’s request for a reserved allocation of 
Trunkline’s gas was denied by the Commission on the 
grounds that the record did not show that appropriate 
arrangements had been made for the delivery of the gas 


or that the proposal was economically feasible. The Com- 
mission has in the past reserved allocations of gas pending 
further proceedings. In the case of Frederick Gas Co., 
Ine., an intervenor in certificate proceedings involving 
Transcontinental Gas Pipe Line Corporation (Carolina 
Natural Gas Corp. et al, Docket No. G-1335 et al, 10 F.P.C. 
469, 512, 520), the Commission found that the public con- 
venience and necessity required that a gas supply be made 
available to the intervenor although its project required 
subsequent Commission action. The Commission stated 
that ‘‘No determination is here made, or course, as to the 
reasonableness of such estimates, or costs, nor the economic 
feasibility of the project which intervener proposes.’’ 
(emphasis added). However, an allocation of gas was 
reserved for Frederick Gas Co., Inc., in that proceeding. 

The absence of proof ‘‘that appropriate contractual ar- 
rangements have 
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been or could be reached’”’ is immaterial. Battle Creek 
proposed to instigate Section 7(a) proceedings in the event 
a gas supply was authorized. Such proceedings contem- 
plate an order by the Commission rather than mutual 
agreement between the parties. 

The Commission recognized the fact that Battle Creek’s 
service area is surrounded by areas to which Trunkline’s 
additional gas supply will be made available. The addi- 
tional supply authorized in this proceeding will make pos- 
sible the relaxation of space heating restrictions in areas 
immediately adjacent to the communties served by Battle 
Creek. The untenable position in which Battle Creek is 
placed under these circumstances is self-evident. 

Battle Creek contends that the Commission has dicrim- 
inated against it by failing to follow precedent in making 
an allocation pending further proceedings and in denying 
to its customers the benefits accorded their neighbors. 

The Commission has further discriminated against Battle 
Creek by adopting a “partial rolled-in cost allocation”’ as 
the basis for Trunkline’s rates thereby burdening Battle 
Creek with part of the cost of the benefits which they are 
denied. The effect of the Commission’s required rate will be 
to increase the present cost of gas to the customers of 
Trunkline by $2.8 million per year without making available 
to them any of the increased capacity. The principal item 
of this increased cost is the cost of the gas purchased 
admittedly to support the sale to a single customer, Con- 
sumers Power Company (hereinafter referred to as Con- 
sumers). For the Commission to require all of the cus- 
tomers of Trunkline to bear the burden of this high priced 
gas which was shown on the record to be directly attributa- 
ble to the Trunkline-Consumers 
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contract is unjust, unreasonable and unduly discriminatory 
against Battle Creek among others. 


II. 


The Commission Abrogated Its Responsibility to 
Allocate Pipe Line Capacity in the Public Interest 


The authorization granted herein establishes a precedent 
whereby a pipe line, operating through corporate affiliates, 
is permitted to make direct sales to selected customers. 
The Commission has closed its eves to the obvious underly- 
ing scheme involved herein when it says ‘‘The fact that 
there may be a need for gas in markets other than those 
those which Trunkline here proposes to serve, and that 
others who are not parties to this proceeding may have a 
need for additional or new gas supplies, is no justification 
for denying the applications in this proceeding. The need 
for gas in the area in which this sale is made is unques- 
tionable. The fact that only two intervenors presented 
evidence of their market requirements is not dispositive of 
the general deficiency of gas supply in the area. 

The principal customer of Trunkline, the most likely 
party to seek an allocation from this increased capacity 1s 
Panhandle Eastern Pipe Line Company (hereinafter re- 
ferred to as Panhandle). Panhandle is the parent of 
Trunkline and the traditional supplier of Consumers, with 
whom it is affiliated through Michigan Gas Storage Com- 
pany. The conclusion is inescapable that Panhandle has 
selected Consumers as a preferred customer and to avoid 
the necessity of serving all its customers comparably as 
contemplated by the Natural Gas Act has worked out this 
project whereby its subsidiary will render the additional 
service to Consumers. 
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The Commission has abrogated its regulatory right to 
allocate capacity in the public interest by permitting this 
manipulation. The Commission by 
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certificating the project herein proposed has ‘‘authorized 
one engaged in a business affected with the public interest 
to pick and choose whom it wishes to serve without regard 
for the public good. Northeastern Gas Transp. Co. v. 
F.P.C., 195 F. 2d 872, 875. 


Til 
CONCLUSION 


The Commission has unjustly discriminated against Bat- 
tle Creek in denying it the benefits and opportunities ac- 
corded others and by burdening it with increased costs 
incurred solely for the advantage of another The Com- 
mission has, contrary to the public interest and the intent 
of the Natural Gas Act, abrogated its regulatory authority 
to allocate pipe line capacity. Battle Creek urges the Com- 
mission to reconsider its actions in the light of precedent, 
practicality and the public interest. 

Wuererore; by reason of the foregoing, Battle Creek 
states that it is aggrieved by the Commissions Order issued 
May 22, 1959 in this proceeding; and Battle Creek requests 
the Commission to grant rehearing of such Order and 
thereupon, without further hearing, to abrogate its Order 
of May 22, 1959, insofar as such Order pertains to Battle 
Creek, and issue in its stead an Order reserving for Battle 
Creek an allocation of natural gas from Trunkline as re- 
quested by Battle Creek’s petition to intervene in these 
proceedings. In the alternative Battle Creek requests that 
Paragraph (B) of the Order pertaining to the rates to be 
charged be deleted and the rate schedule as proposed by 
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Trunkline in its application be accepted for filing. 
Respectfully submitted, 


/s/ Puese Eppes Gorpon 
(Mrs.) Phebe Eppes Gordon, Attorney 
For: Battle Creek Gas Company 


Filed: June 19 1959 
8566 
AFFIDAVIT 


District of Colombia 
City of Washington, ss: 


Phebe Eppes Gordon, being first duly sworn, deposes and 
says that she is attorney for Battle Creek Gas Company; 
that she has read the foregoing Application of Battle Creek 
Gas Company For Rehearing of Order Issued May 22, 
1959, by her subscribed; that the facts contained therein 
are true and correct to the best of her knowledge, informa- 
tion and belief; and that she is authorized to file said Ap- 
plication with the Federal Power Commission. 


/s/ Puese Eppes Gorpon 
(Mrs.) Phebe Eppes Gordon 


Sworn and subscribed to before me this 19th day of June, 
1959. 
/8/ 
Notary Public 
(SEAL) 


My Commission Expires: 
April 30, 1963 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, William R. Connole and Arthur 
Kline. 

In the Matter of 
Trunkline Gas Company 
Docket No. G-15394 


Pan American Petroleum Corporation 
Docket No. G-15438 


Phillips Petroleum Company 
Docket No. G-15471 


Phillips Petroleum Company 
Docket No. G-15472 


Union Oil Company of California 
Docket No. G-15485 


Union Oil Company of California 
Docket No. G-15486 


Union Oil Company of Catifornia 
Docket No. G-15487 


Michigan Gas Storage Company 
Docket No. G-15827 


The Superior Oil Company 
Docket No. G-16147 


Nicklos Oil and Gas Company 
Docket No. G-16222 


Tidewater Oil Company 
Docket No. G-16267 
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Pan American Petroleum Corporation 
Docket No. G-16501 


Pan American Petroleum Corporation 
Docket No. G-16502 


J. S. Michael Company 
Docket No. G-16551 


J. S. Michael 
Docket No. G-16570 


Order Denying Application for Rehearing 
(Issued July 17, 1959) 


On June 19, 1959, Battle Creek Gas Company (Battle 
Creek), an intervener in these proceedings, filed an appli- 
cation for rehearing of the Commission’s Opinion No. 321 
and accompanying order which were issued herein on 
May 22, 1959, and which denied Battle Creek’s request for 
an allocation of a portion of the gas which Trunkline Gas 
Company (Trunkline) proposed, and was therein author- 
ized, to deliver and sell to Consumers Power Company of 
Jackson, Michigan. Battle Creek’s application for rehear- 
ing is based upon the grounds that the Commission unjustly 
discriminated against Battle Creek and abrogated its reg- 
ulatory responsibility to allocate pipeline capacity in the 
public interest. 


The Commission finds: 


The assignments of error and grounds for rehearing set 
forth in the application for rehearing filed by Battle Creek 
set forth no new facts or principles of law which were not 
fully considered by the Commission when it adopted its 
Opinion No. 321 and accompanying order issued May 22, 
1959, or which having now been considered warrant any 
change or modification in said opinion and order. 
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The Commission orders: 
The application for rehearing filed by Battle Creek is 
hereby denied. 


By the Commission. 


Micwaeu J. FarRELi 
Michael J. Farrell, 
Acting Secretary. 
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Battie Creek Gas CoMPany, 
Petitioner, 


v. 
FeperaL Power ComMIssIon, 
Respondent, 


CoxsumeErs Power Company, Micuican Gas Storace Com- 
PANY, TRUNKLINE Gas Company, Micuican Gas UTIITIEs 
Company, and ILtrxois Power Company, 

Intervenors. 


ON PETITION TO REVIEW AN ORDER 
OF THE FEDERAL POWER COMMISSION. 


REPLY BRIEF FOR INTERVENOR, 
ILLINOIS POWER COMPANY. 


I. The So-Called “Benefits” Relied On By Re- 
spondent Cannot Be Used, As A Matter Of Law, 
To Justify Allocating Costs On A Systemwide 
Basis 
A. The authorities cited by Respondent and 

Trankline do not support Respondent’s mis- 
application in the case at bar of its so-called 
policy of using rolled-in costs 


Reliance by Respondent and Trunkline on 
the decision of the Presiding Examiner is 
misplaced; that decision, in fact, supports 
the position of Dlinois Power 

Respondent and Trunkline have failed to 


show why cases cited by Illinois Power do 
not control the instant case 


Respondent’s adoption of rolled-in costs is 
not based on findings supported by substan- 
tial evidence 


- The Impact And Effect Of The Recently Filed 
Tronkline And Panhandle Applications For Ex- 


. Other Matters Raised In The Answering Briefs 
A. Concerning Dlinois Power’s locus standi .... 
B. Wanderings outside the record 
C. Miscellaneous 
Conclusion 


ii 


AvurtnHoritires Crrep 
Cases 
Atlantic Seaboard Corp., 11 F.P.C. 486 (1951) 


Central West Utility Co. v. Federal Power Commis- 
sion, 236 F.2d 287 (3rd Cir., 1956) 16, 18 


Central West Utility Co. v. Federal Power Commis- 
sion, 247 F.2d 306 (3rd Cir., 1957) 16, 18 


Colorado Interstate Gas Company v. Federal Power 
Commission, 142 F.2d 943, 959 (10th Cir., 1944)... 4 


Colorado Interstate Gas Company v. Federal Power 
Commission, 324 U.S. 581, 65 S.Ct. 829 (1945) .... 


Colorado Interstate Gas Company, 19 F.P.C. 1012 


El Paso Natural Gas Company, Opinion No. 278 
(Mimeo, 1954) 


El Paso Natural Gas Company, 22 F.P.C. 260, 277 
(1959) 


Michigan Consolidated Gas Company v. Federal 
Power Commission, 203 F.2d 895, 899 (3rd Cir., 


Montana Power Company, 11 F.P.C. 1 (1952) 

Natural Gas Pipeline Company of America, 12 F.P.C. 
708, 712, 718, 719 (1953) 10, 11, 14 

Northern Natural Gas Company, 21 F.P.C. 538 (1959) 

Panhandle Eastern Pipe Line Company, et al., 10 
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Natural Gas Act, 52 Stat. 821 (1938), 15 U.S.C. §717 
(1958) : 


Section 19(b), 15 U.S.C. §717r(b) 
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General Rules of the United States Court of Appeals 
for the District of Columbia Circuit, Rule 38(f) .... 


MIsCELLANEOUS 
2 Davis, Administrative Law Treatise 435-490 (1958) 


ARGUMENT. 


The thrust of Respondent’s and Trunkline’s' position is 
that the Commission’s ultimate conclusion—i.e., it is in the 
public interest to roll in costs—is supported by substantial 
evidence and therefore may not be disturbed by this Honor- 
able Court. Two fundamental errors inhere in this posi- 
tion. One, in judicial review of administrative action, it is 
not the ultimate conclusion, but rather the findings of fact, 
if supported by substantial evidence, that are conclusive 
upon a reviewing court. Two, as to the findings of 
fact— i.e., that certain items constitute “benefits”— 
Respondent and Trunkline have adopted the ipse dixtt ap- 
proach, merely asserting that these items are benefits, 
thereby begging the very question that this Honorable 
Court has been asked to decide: viz., whether or not these 
items do constitute benefits justifying imposition of a sys- 
temwide method of cost allocation such as the Commission 


The same abbreviated terms are used herein as were 
used in our Main Brief. 

2The items that are claimed to constitute benefits re- 
dounding to all existing customers of Panhandle-Trankline 
are discussed at some detail in our Main Brief (pp. 22-32), 
namely: the possible availability for a one or two-year 
period only of limited quantities of gas resulting from the 
certification of facilities here under review; the possibility 
of completing the looping of Trunkline’s main line system 
at some time in the future through which existing custo- 
mers of Panhandle-Trunkline may receive additional vol- 
umes of gas; and certain so-called intangible benefits re- 
sulting from the expansion here under review, such as ad- 
ditional aeties to new gas supplies, increased reliability, 
flexibility, operational swing, and coordination of the sys- 
tem. 
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has promulgated in Opinion No. 321. There is no substan- 
tial evidence, we submit, to support any findings of bene- 
fits. 


These errors are then combined by Trunkline and Con- 
sumers with a third: without any foundation in this record 
the statement is made, and then argued, that subsequent 
filings of newly proposed expansion programs to supply 
additional gas to Illinois Power and other customers of 
Panhandle, because they might further utilize the facilities 
here under review, constitute substantial evidence of the 
essential benefits the customers of Panhandle are to reap. 
As pointed out below (pp. 19-20), these subsequent filings 
are not before this Court and, in any event, do not con- 
stitute evidence upon which the Commission’s decision can 
he sustained. At most, reliance on these filings only dis- 
closes an underlying recognition that legally sufficient 
benefits must be provided to support the systemwide 
method of cost allocation imposed by the Commission’s 
Order. 
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THE SO-CALLED ‘‘BENEFITS”’ RELIED ON BY RES. 
PONDENT CANNOT BE USED, AS A MATTER OF 
LAW, TO JUSTIFY ALLOCATING COSTS ON A 
SYSTEMWIDE BASIS. 


A. The authorities cited by Respondent and Trunkline do 
not support Respondent’s misapplication in the case at 
bar of its so-called policy of using rolled-in costs. 

In our Main Brief we argued that the Commission, in 
assessing to all customers costs ineurred for the benefit 
of one customer,® departed from precedent and misapplied 


>The Commission also allocated 6,000 Mcf of gas per 
day to Michigan Gas Utilities Company; see footnote 1 on 
the initial page of our Main Brief. 
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its so-called long standing policy of rolling in costs. At- 
tempting to counter that argument, Respondent and Trunk- 
line cite several cases* in which a central point is that quan- 
tities of gas were received by, or made available to, each 
customer through the facilities in question. Such eases have 
no bearing on the issue in this case. Illinois Power does not 
contest rolled-in costs where each customer receives signifi- 
cant quantities of gas made possible by the facilities in- 
volved. 


In United Gas Pipe Line Company, 14 F.P.C. 353 (1955), 
aff'd. sub nom. Mississippi River Fuel Corporation v. Fed- 
eral Power Commission, 102 App. D.C. 238, 252 F.2d 619 
(D.C. Cir., 1957), cert. den. 355 U.S. 904, 78 S.Ct. 331 
(1957), the issue was whether or not Mississippi’s holding 
two contracts could justify two rates, although Mississippi 
received gas from the same facilities as other customers. 
In Atlantic Seaboard Corp., 11 F.P.C. 486 (1951), all eus- 
tomers admittedly received gas from the new facilities. 
The issue was whether or not rates proportional to benefit 
were appropriate. 


As we pointed out in our Main Brief (pp. 30-31), the in- 
itial decision, issued March 24, 1959, in Northern Natural 
Gas Company, 21 F.P.C. 538 (1959), referred to in the quo- 
tation from the Presiding Examiner’s decision in Respon- 
dent’s counterstatement of the case (Respondent’s Brief, 
pp. 12-13), has no bearing on the issue in the instant case, 
because in the Northern Natural case all of Northern Na- 
tural’s customers were obtaining additional quantities of 
gas from the same certificate proceedings in which the 
additional volumes were being made available to Northern 


‘Both Respondent and Trankline mention that there are 
hundreds of cases wherein costs were rolled in. This, of 
course, misses the point. One expects to find more cases 
applying a general rule than cases departing from the rule 
because of exceptional circumstances. 
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Ilinois, and the same main line facilities were being used 
for both purposes. 


The cases of El Paso Natural Gas Company, Opinion No. 
278 (Mimeo., 1954) and id., 22 F.P.C. 260 (1959), present 
a similar situation. Here the San Juan portion of the 
system “is to be the source of an additional supply of 
dry gas [for the Permian portion] and, as such, is indis- 
pensable to an efficient operation of the Permian Basin 
pipeline system .. .” (Opinion 278, p. 44). In the second 
El Paso case, the Commission pointed out that “various 
parts of El Paso’s system support each other by displace- 
ment.” 22 F.P.C. 277. In the case at bar, there are no addi- 
tional quantities available to customers of Panhandle- 
Trunkline (other than Consumers) by displacement or 
otherwise, since the entire additional quantity has been 
allocated to Consumers. 


Any impression Trunkline seeks to create that, in Colora- 


do Interstate Gas Company v. Federal Power Commission, 
324 U.S. 581, 65 S.Ct. 829 (1945), the Supreme Court has 
sanctioned assessing to one customer costs incurred solely 
for the benefit of another customer is necessarily a false 
one. The Court held that segregation of physical proper- 
ties to separate jurisdictional from nonjurisdictional cus- 
tomers is not required; but the Court did so in a case 
where no proof had been given that one customer was the 
sole beneficiary of quantities of gas made possible by the 
facilities in question. As the Tenth Circuit had pointed 
out in affirming the Commission’s decision, ‘‘both classes of 
customers jointly share the benefits of the same facilities 
and gas supply”. Colorado Interstate Gas Company v. Fed- 
eral Power Commission, 142 F.2d 943, 959 (10th Cir., 1944). 


Neither Respondent nor Trunkline has cited one case 
in which costs of an expansion program incurred for the 
benefit of one customer were assessed to another. Their 
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sole attempt was Michigan Consolidated Gas Company v. 
Federal Power Commission, 203 F.2d 895 (3rd Cir., 1953). 
Respondent (p. 34) characterizes the case as ‘‘analogous” 
and Trunkline (pp. 15-16) indicates that the Commission 
there held that costs of the Trunkline system should be 
rolled into rates to be charged all Panhandle customers, 
while refusing to allocate any of the Trunkline gas to 
Michigan Consolidated. The Trunkline Brief implies that 
the Third Circuit, in upholding the Commission’s deci- 
sion, rejected a position similar to that of Illinois Power 
in the case at bar. This is an erroneous implication. 


The decision of the Commission to roll in rates—upon 
an express finding that the new Trunkline gas would make 
additional gas available to all of Panhandle’s customers, 
directly or through displacement (see our Main Brief, p. 
30)—was not under review in the Michigan Consolidated 
ease; nor could it be, since it had become final without 
appeal.’ 

The issue before the court in the Michigan Consolidated 
case was whether, given the earlier order rolling in costs 
based on the receipt of gas by all customers, one customer 
could later be refused gas because of a pending abandon- 
ment proceeding’ instituted subsequent to the order rolling 
in costs. The court upheld the Commission’s decision to 
withhold additional gas to Michigan Consolidated because 
“Michigan Consolidated’s case presented to the Commis- 
sion a special situation not existing in the case of Pan- 
handle’s other customers, and * * * the Commission’s 
action with respect to Michigan Consolidated was based 
upon and justified by the special situation in which it 


‘Opinion No. 214: Panhandle Eastern Pipe Line Com- 
pany, et al., 10 F.P.C. 185 (1952). 

* After the decision to roll in costs in Opinion No. 214, 
Panhandle filed a petition in a separate proceeding for par- 
tial abandonment of its services to Michigan Consolidated. 
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found itself”. 203 F.2d $95, 899. The court’s decision, 
accordingly, was a far ery from that implied in Tronk- 
line’s brief. As a result, the principal case relied on by 
Respondent and Trunkline completely fails to support their 
position. 


B. Reliance by Respondent and Trunkline on the decision 
of the Presiding Examiner is misplaced; that decision, 
in fact, supports the position of Illinois Power. 

Both Respondent and Trunkline rely on the decision 
of the Presiding Examiner, and Respondent (pp. 5-14) 
has quoted in extenso from his opinion. We submit that, 
whether by inadvertence or by design, they have missed 
the entire point of what Examiner Hall was saying. True 
enough, as they point out so laboriously, he did state that 
the costs of the incremental facilities should be rolled in 
among all costumers of Panhandle-Trunkline. But the 
important fact was that he denied Trunkline’s application, 
and the reason he denied it (apart from his decision as 
to the producer applicants) was because existing customers 
of Panhandle-Trunkline were not accorded an opportunity 
to make a showing of their requirements for additional 
volumes of gas on a firm and permanent basis. This was 
part and parcel of his decision relating to the desirability 
of rolled-in costs. 


In essence, this is the position of Illinois Power. If exist- 
ing customers of Panhandle-Trunkline were to receive, or 
had opportunity to receive, additional quantities of gas 
from the expanded facilities here under review, then it 
would have been appropriate to roll in the costs among 
such customers; if they are not to have this opportunity 
and the gas is to be dedicated to a single new service, 
then they should not be required to pay for the costs of 
the facilities. 
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This position is expressed at various places throughout 
the Presiding Examiner’s opinion, none of which were 
quoted by Respondent or Trunkline. Representative are 
the following excerpts: 


‘‘In view of the complete control which Panhandle 
exercises over Trunkline, it is apparent that the 
Trunkline’s actions [sic] in this case are determined 
by, and fully accord with, the desires and wishes of 
Panhandle. Furthermore, the evidence in this pro- 
ceeding has shown clearly that the systems of Trunk- 
line and Panhandle are in fact completely coordinated 
and operated as one integrated natural gas system. 
However, for unexplained reasons, Panhandle failed to 
intervene in this proceeding (as it has done in others 
affecting Trunkline) and thereby foreclosed any op- 
portunity on the part of counsel for the Commission 
and the intervenors to inquire into Panhandle’s future 
plans for Trunkline and also the failure of Panhandle 
in the past to adequately provide natural gas service 
to its customers, which failure is well known, particu- 
larly to Panhandle’s customers.” (R. 8193) 


* 8 «@ a 
“Since other pipelines are continuously building new 
facilities and rolling the cost thereof into overall rates, 
it is obvious that Trunkline could do the same thing 
with Panhandle’s permission, The difference between 
the Trunkline-Panhandle proposal herein and the 
course followed by others is that Trunkline and Pan- 
handle appear to prefer to favor their own affiliated 
interests in preference to timely and adequate serv- 
ice to their customers. It was, of course, to be expected 
that Panhandle and its customers would complain of 
a rolled-in rate without benefits accruing to them. But 
why are Trunkline and Panhandle not at this time 
attempting to satisfy the needs of all of their custom- 
ers instead of only one? If Trunkline can lengthen the 
looping of its main line in the future and achieve 
transportation economies by moving greater quantities 
of gas through its system, why is it not proposing to 


| 
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do the same thing today in view of the clear need for 
gas? Until these and other questions are satisfactorily 
answered there is no reason to look favorably upon 
Trunkline’s purported justification for its failure to 
advocate a rolled-in rate structure in this proceeding.” 
(R. 8198) 

**Consumers’ view is in part to be contrasted with 
the position of certain intervenors in this proceeding 
which is, generally speaking, expressed by [Illinois 
Power, a customer of Panhandle, through whose serv- 
ice area Trunkline’s projected transmission system 
passes. Illinois Power contends that the Commission 
should impose a ‘condition that will preclude Trunkline 
from allocating to Panhandle and Panhandle’s existing 
customers, any portion of the costs involved in the 
proposed new facilities. If, however, the Commission 
does not feel that such a condition is necessary or 
desirable, then Illinois Power requests that the hear- 
ing be reopened for the purpose of permitting Pan- 
handle’s customers to show their requirements in order 
to get their fair share of the expanded capacity or, in 
the alternative, that the new capacity be reserved by 
the Commission until such time as an allocation pro- 
ceeding may be instituted on the combined Panhandle- 
Trunkline system so as to give Illinois Power, among 
others, through Panhandle, a fair share of the new 
quantities of gas that would be made available by the 
proposed facilities.’” (R. 8199) 


“It is the Commission alone that has the power 
to determine, after full consideration of a pipeline’s 
operations as a whole, following due notice and op- 
portunity for hearing by all customers and other per- 
sons affected, the manner in which an applicant’s ad- 
ditional gas supply shall be allocated to those shown by 
the evidence to be eligible to purchase the additional 
supply. By proposing to render service only to Con- 
sumers, Trunkline, in its application, was by indirec- 


=9 = 


tion attempting to assume functions of allocation the 
exercise of which is entrusted solely by Congress to 
the Commission. No notice was given, nor could have 
properly been given, to the parties to the effect that 
the Commission was waiving its allocation authority. 
Apparently recognizing the untenableness of its posi- 
tion, Trunkline, in its reply brief, now asserts that it 
has no objection to selling 6,000 Mcf per day to Michi- 
gan Gas. This gesture, however, does not satisfy the 
purposes of the Act. To meet the requirements of the 
Act the Commission has no alternative but to reopen 
the record for the purpose of permitting Panhandle’s 
and Trunkline’s customers to show their requirements 
in order to get their fair share of the expanded capa- 
city or, in the alternative, the new capacity would have 
to be reserved by the Commission until an allocation 
proceeding can be concluded. However, the additional 
facilities required to meet the needs of such customers 
would undoubtedly be far in excess of that here 
proposed. In other words, it would be an entirely 
different project. Accordingly, for this reason alone, 
the applications herein must be denied.” (R. 8208) 


In the light of the foregoing, it is clear beyond perad- 
venture that the Presiding Examiner’s position is essenti- 
ally the position of Illinois Power at the proceedings 
below and before this Court. Although he espoused the 
theory of rolling in the costs, he insisted that, side by side, 
all customers being charged with the rolled-in costs should 
participate in the available capacity for which the costs 
were incurred. 


C. Respondent and Trunkline have failed to show why 
cases cited by Illinois Power do not control the instant 
case. 


_ No serious effort has been made in the briefs of Respon- 
dent and Trunkline to show how the instant ease differs in 
relevant facts from the cases cited in our Main Brief in 


Pes 
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support of our position. Trunkline merely makes the point 
that the Presiding Examiner found those cases not “com- 
parable to the situation in this proceeding”. This is under- 
standable because the Presiding Examiner’s major premise 
was that all customers should have an opportunity to re- 
ceive additional gas. 


Respondent (p. 36) quotes a statement of the general 
rule from Colorado Interstate Gas Company, 19 F.P.C. 
1012 (1958), but neglects to mention the fact that there the 
Commission, for reasons set forth in our Main Brief (p. 
18), rejected rolled-in costs. Respondent’s treatment of: 
Montana Power Company, 11 F.P.C. 1 (1952), was equally 
cavalier. Mentioning that the case involved the importa- 
tion of natural gas, Respondent fails to explain away the 
fact that in that case the Commission refused to allow 
costs of the gas in question to be assessed to any customer 
but Anaconda Copper Mining Co.—because only Anaconda 


would receive the quantity involved—even though the new 
gas would be commingled with gas from Montana Power’s 
other sources of supply. This last mentioned fact makes 
somewhat less than ingenuous Respondent’s reliance (p. 
37) upon commingling of gas to distinguish the instant 
ease from Natural Gas Pipeline Company of America, 12 
F.P.C. 708 (1953). 


Respondent’s statement that the facts in the Natural Gas 
Pipeline Company case were ‘‘essentially different” from 
those in the case at bar is misleading. In that case, Natural 
operated a pipeline from the southwest to the Chicago area, 
selling natural gas to Chicago customers (by delivery to 
the facilities of Chicago District Pipeline Company [an 
affiliate of Natural] at Joliet, Illinois), and also to various 
“outside” (of Chicago) customers in Illinois and other 
states. The total capacity of Natural’s system was com- 
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mitted, but several ‘‘outside” customers desired additional 
gas. 


Texas Illinois Natural Gas Pipeline Company (an affili- 
ate of Natural Gas Pipeline Company) sold natural gas 
(which it brought in from the south) to Chicago customers 
(by delivery to the same facilities of Chicago District at 
Joliet, Illinois). The gas of both Natural and Texas Illinois 
was commingled at that point and delivered to Chicago. 
Texas Illinois agreed to sell gas to Natural for resale to 
Natural’s “outside” customers by delivering an additional 
81,822 Mef at Joliet, to be delivered in turn by Natural to 
its Chicago customers. This put Natural in position to 
deliver an additional 81,822 Mef to its ‘‘outside” customers, 
and to reduce its deliveries at Joliet by this amount. 


The Commission held, against arguments of the Staff 
for a rolled-in rate, that the “‘outside” customers alone 
must pay the higher price of the gas purchased by Natural 


from Texas Illinois, even though Natural would not physic- 
ally deliver this gas to the ‘‘outside” customers, but would 
deliver its own lower cost gas to them (id. at 719). 


The contention that this case is to be distinguished from 
the case at bar because the Natural system was not inter- 
connected with the Texas Illinois system cannot be accepted. 
Interconnection has nothing to do with it. The point of 
the Natural Gas Pipeline Company case was that, regard- 
less of which customer physically received particular gas 
or what route it traveled, the increase in quantity—and the 
cost thereof—was made for and resulted in increased 
deliveries to the “outside” customers. Similarly, in the 
ease at bar, regardless of the route traveled by the new 
gas or the location of the facilities added to transport it, 
the additional capacity was aimed at, and resulted in, de- 
liveries to Consumers. 
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D. Respondent’s adoption of rolled-in costs is not based on 
findings supported by substantial evidence. 

The claim has been made that Respondent’s adoption 
of rolled-in costs is conclusive because it was ‘‘supported 
by substantial evidence” (Trunkline’s Brief, p. 21) or, 
‘“grounded upon ample evidence” (Respondent’s Brief, p. 
28). The error here is that conclusive effect cannot be at- 
tributed to the Commission’s decision—i.e., to roll in the 
costs—but only to its findings of fact, if supported by sub- 
stantial evidence. Section 19(b) of the Natural Gas Act 
provides in pertinent part, “the findings of the Commission 
as to the facts, if supported by substantial evidence, shall 
be conclusive”. 15 U.S.C. §717r(b). 


In our Main Brief (pp. 22-32), we have set forth the 
items and matters that Respondent and Trunkline claim 
constitute benefits. The difficulty is that there is no evi- 
dence to show why these items and matters are benefits. 


Illinois Power concedes that, with one exception, there 
is some’ evidence of record that each of the facts claimed to 
exist, do exist; it is on this evidence that Respondent and 
Trankline rely. Such reliance is grounded on error, for 
there is no ‘‘substantial” evidence—indeed, there is no evi- 
dence at all—that any one of the claimed ‘‘benefits” zs a 
benefit, and substantial evidence of benefit is what is neces- 
sary to support Respondent’s decision, not evidence of ir- 
relevant facts. Were there substantial evidence that the 
new facilities will be plated with gold, such evidence would 
be pointless, no matter how substantial, because it would 
not be evidence of benefit. Each of the “benefits” claimed, 
we submit, constitute so much useless gold plate, and there 
is no evidence that any one is a benefit. 


7It is not sufficient that there be ‘‘some” evidence to sup- 
port an administrative agency’s finding. See Universal 
Camera Corp. v. National Labor Relations Board , 340 U.S. 
474, 488, 71 S. Ct. 456, 465 (1951). 
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There is no evidence, for example, that Panhandle’s 
customers will benefit from the possible receipt, by Pan- 
handle, of a relatively small quantity of gas for one year 
only, and of much less in the following year.* Respondent 
has labeled such a possibility a benefit, but no evidence was 
adduced to show why this is so. No distributing company, 
with any sense of responsibility, can justify taking on firm 
loads, such as space heating sales, when it knows that 
the volumes upon which it relies to supply those loads 
will drop sharply after one year and will not be available 
at all after two years. As Trunkline’s President stated, 
any sale of these volumes ‘‘would be a temporary sale” 
(R. 1403). There is no evidence in the record showing a 
longer duration, nor have Respondent or Trunkline, we 
submit, responded to this fact in their briefs. 


Again, there is evidence, to be sure, that the new gas 
will be commingled with the old (‘R. 117, 839), but there is 
no evidence that this is a benefit. Nor could there be: Con- 
sumers is to receive the additional firm capacity; this is 
the benefit and Consumers is the beneficiary. Commingling 
has nothing to do with it. 


With all due deference, we submit that contentions con- 
cerning ‘‘increased reliability of operations * * ° in the 
event of a line failure,” ‘‘greater flexibility in operations 
and service,” ‘‘extension of Trunkline’s gathering system 
and the attachment of new gas supplies,” ‘‘increased oper- 
ational swing,” and “greater coordination and reliability 
of service” (Respondent’s Brief, pp. 30, 31), are little more 


*The Commission approved the proposal of Trunkline 
herein to sell 100,000 Mcf to Consumers the first year, 
125,000 the second and 135,000 the third. In addition, the 
Commission ordered the sale of 6,000 Mcf to Michigan Gas 
Utilities Company. It would thus appear that the so-called 
excess is limited to 29,000 Mcf per day for the first year 
and 4,000 Mef per day for the second year. Thus, the unal- 
located portion is minimal. 
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than window-dressing and, taken all together, cannot seri- 
ously be regarded as a benefit sufficient to justify allocating 
costs of the expansion program to existing customers. As 
we stated in our Main Brief (p. 32), the record is devoid 
of evidence of a history of breakdowns, of a need for in- 
creased reliability of operation, or of inadequate flexibility 
or coordination in the Panhandle-Trunkline system. 


Nor does the record disclose any evidence that the new 
supply areas will ever be used except to provide the 
quantities dedicated to Consumers. Possibly they will be 
of benefit to other customers; quite possibly they will not. 
The Hugoton area, also available to the Panhandle-Trunk- 
line system, is a source of much less expensive gas, easily 
as likely to be used. In any event, no attempt was made 
to place in the record evidence that the new supply areas 
would benefit customers other than Consumers on a firm 
and permanent basis. The Commission’s finding is thus 
not supported by any evidence. 


As we also pointed out in our Main Brief (p. 31), so- 
called intangible benefits of the sort discussed above were 
made and rejected in Natural Gas Pipeline Company of 
America, 12 F.P.C. 708, 712 (1953). 


The briefs of Trunkline and Consumers rely to a great 
extent, Consumers’s almost completely, on the claim that 
the expansion here under review is but one step in an 
overall expansion program. The complete answer to any 
claims of future expansion programs, we submit, is that 
the Commission, in Opinion No. 321, made no such finding. 
Contrary to the statement in Respondent’s Brief at page 
29, the Commission did not find that the expansion here 
under review is the first step in an overall expansion 
program. Rather, the Commission said: 
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“Additionally, there is evidence of record to show 
that Trunkline’s proposed looping in this proceeding 
is but the first step in an overall expansion program” 
(R. 8528). (emphasis supplied) 

The Commission then went on to set forth the contentions 
of the Staff concerning the results of a possible overall 
program, as conceived by the Staff. The Commission care- 
fully pointed out that ‘‘Staff’s contention here should not 
be construed as pre-judgment of what Trunkline’s design 
in a future expansion program should be” (Jbid.). 


The statement that ‘‘there is evidence of record to 
show” should be contrasted with pronouncements of the 
Commission on other points: ‘‘The record shows” (R. 
8527); ‘‘The record discloses” (R. 8528); ‘‘The [presently 
proposed] looping of Trunkline’s main line will result in 
increased reliability’? (R. 8528); ‘‘We agree with these 
findings” (R. 8531); “The evidence shows” (R. 8533); 
“¢The record contains uncontradicted testimony” (R. 8537). 


It is therefore clear, we submit, that the Commission’s 
reference to ‘‘evidence in the record” concerning an over- 
all expansion program and to Staff’s contentions directed 
thereto was not a finding that the facilities here in ques- 
tion were but the first step in an overall expansion pro- 
gram. Rather, the Commission’s reference was simply a 
makeweight for its decision to roll in costs, which decision 
was founded upon other factors. This interpretation is 
supported by the fact that, in denying Intervenors’ con- 
tentions that no benefit would accrue to them (R. 8532), 
the Commission listed the benefits it purported to find, 
without mentioning any future expansion program. 


This interpretation, moreover, becomes irrefutable when 
it is considered that the Commission was in no position 
to make such a finding. For the looping here in question 
to be part of a program, there must be a program in esse. 
Trunkline has made no proposal on the record. Nor could 
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the Commission force Trunkline to undertake one. Central 
West Utility Co. v. Federal Power Commission, 236 F.2d 
287 (3rd Cir., 1956). Central West Utility Co. v. Federal 
Power Commission, 247 F.2d 306 (3rd Cir., 1957). Even 
if proposed, the Commission could not approve such a 
program without a hearing at which evidence would have 
to be taken. Someday such a program may be completed, 
but there is no substantial evidence in this record that 
this will inevitably occur. For the Commission in this 
ease to have found that the facilities proposed herein were 
a step in an overall program which would render benefits 
to all of its customers would have violated the Commis- 
sion’s own rejection of pre-judgment of the design for a 
future expansion. 


The result of such lack of finding by the Commission 
is clear: without a finding by the Commission that the 
facilities here in question constitute but one step in an 
overall expansion program, benefitting all customers of 
Trunkline, the Commission’s decision to roll in rates can- 
not be supported upon that ground.’ “The grounds upon 
which an administrative order must be judged are those 
upon which the record discloses that its action was based.” 
Securities and Exchange Commission v. Chenery Corp., 
318 U.S. 80, 87, 63 S.Ct. 454, 459 (1943). As Professor 
Davis points out, this is a more demanding requirement 
than that applied to the review of decisions of lower 
courts. 2 Davis, Administrative Law Treatise 482 (1958). 


The fact that there may be evidence in the record tending 
to support a finding is no substitute for the finding 
itself. As this Honorable Court said, in reversing and 
remanding a decision of the Federal Communications Com- 
mission in Saginaw Broadcasting Co. v. Federal Commu- 


*See generally, 2 Davis, Administrative Law Treatise 
435-490 (1958), and cases cited therein. 
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nications Commission, 68 App. D.C. 282, 288, 96 F.2d 554, 
560, cert. den. sub. nom., Gross v. Saginaw Broadcasting 
Co., 305 U.S. 613, 59 S.Ct. 72 (1938): 


‘¢¢The question is not merely one of the absence 
of elaboration or of a suitably complete statement of 
the grounds of the Commission’s determination, to 
the importance of which this Court has recently ad- 
verted ... but of the lack of the basic or essential 
findings required to support the Commission’s order. 
In the absence of such findings, we are not called upon 
to examine the evidence in order to resolve opposing 
contentions as to what it shows or to spell out and 
state such conclusions of fact as it may permit.’ 
[Florida v. United States, 282 U.S. 194, 51 S.Ct. 119 
(1931)].”’ 


Even if there may be good reasons for a decision of 
an administrative agency, the decision must be sent back 
if the agency has given the wrong reasons. See Securities 
and Exchange Commission v. Chenery Corp., 318 US. 80, 
94, 63 S.Ct. 454, 462 (1943), where the Court, in reversing 
and remanding a decision of the Securities and Exchange 
Commission, said: ‘‘The orderly functioning of the process 
of review requires that the grounds upon which the ad- 
ministrative agency acted be clearly disclosed and ade- 
quately sustained”. 


Even if the Commission had made a finding that the 
facilities proposed herein are a first step in an overall 
expansion program, such finding would nevertheless fail 
for lack of substantial evidence in the record. It was not 
Trunkline that presented evidence that this was the ‘‘first 
step” in an overall expansion program. It was, rather, 
the Commission’s Staff, as the Commission noted in its 
Opinion (BR. 8528) : 


‘‘Staff contends that the looping of the remaining 
36 percent of the main line could increase Trunkline’s 
capacity by at least 200,000 Mcf per day over and 
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above the 135,000 Mef proposed here, without having 
to add additional compression.’ Such additional loop- 
ing will provide Trunkline with greatly increased 
capacity over and above the 135,000 Mef without addi- 
tional compression, and will be even greater with 
compression. Thus with a materially smaller invest- 
ment than it proposes here, the Panhandle-Trunkline 
integrated system will be able to realize substantial 
benefits. 


“° Staff’s contention here should not be construed 
as prejudgment of what Trunkline’s design in a future 
expansion should be.” 


Testimony of Staff as to what could happen is hardly 
evidence of what will happen, particularly since only 
Trunkline can decide whether or not to expand. Central 
West Utility Co. v. Federal Power Commission, supra. 
The fact is that at the time of the hearing and at the time 
the Commission issued its Opinion, there was no specific 


proposal of Trunkline to loop the remainder of its system; 
Trunkline’s witnesses said they envisioned that ultimately 
the remainder of the looping would be completed (R. 
796, 1401). The so-called ‘‘proposal’’ and so-called ‘‘first 
step” were products of the ingenuity of Respondent’s 
Staff whom, in a burst of modesty, Respondent describes 
(p. 27) as ‘‘unbiased, unprejudiced, and non-partisan”. If 
this be Staff’s bid for immortality, we are constrained to 
add that they are also ‘‘unhousel’d, disappointed, [and] 
unaneled’’. 


Both Respondent (p. 32) and Trunkline (p. 27) cite the 
recently filed Trunkline and Panhandle applications as 
confirmatory of the Commission’s amazing clairvoyance; 
the effect and impact of these proposals are discussed in 
point II of this Reply Brief. 
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I. 


THE IMPACT AND EFFECT OF THE RECENTLY 
FILED TRUNKLINE AND PANHANDLE APPLICA- 
TIONS FOR EXPANSION. 


Respondent, Trunkline, and, particularly, Consumers, 
in their answering briefs, point out that Trunkline and 
Panhandle have both filed applications proposing expan- 
sion programs pursuant to which, presumably, existing 
customers of Trunkline and Panhandle will receive addi- 
tional quantities of gas on a firm and permanent basis. 


In the first place, these applications are completely 
outside this record. Nothing is available, moreover, of 
which this Court may take judicial notice, since the appli- 
cations are merely lodged with the Commission and 
notices of the filings have not, as yet, been published in 
the Federal Register.” This was pointed out by us in 
our Main Brief (p. 27, fn. 8), and Respondent (p. 32) 
seems to regard our remarks as opening the door for 
any and all references to these applications.” This, we 
submit, is in error; as a matter of fact, our footnote 
quoted by Respondent expressly states that the filing “is 
not a part of this record” (Main Brief, p. 27, fn. 8). Ac- 
cordingly, this Court must disregard all references to these 


10 Trunkline (p. 28) surprisingly asserts that this Court 
should take judicial notice of these filings. It is difficult 
to divine what principles or lines of authority Trunkline 
has in mind when it makes this assertion. 

1 Respondent also charges (p. 33, fn. 17) Tlinois Power 
with going outside the record in another instance when 
we made reference to the pending rate filings of Trunkline 
and Panhandle (Main Brief, p. 16, fn. 4). Our reference 
to these cases simply summarized the notices of the 
filings appearing in the Federal Register, all of which, of 
course, is judicially noticeable by this Court. Act of July 
26, 1935, ¢. 417, §7, 49 Stat. 502, U.S.C.A, Title 44, §307 
(Supp., 1959). 
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applications and all reliance thereon by Trunkline and by 
Consumers (whose whole brief on this point is predicated 
on the applications which are attached as appendices). 
Respondent, although making reference to the applica- 
tions, which reference should be stricken, still asserts 
(p. 33) that it relies on the record in this case to support 
its decision. 


In the second place, even if the applications referred 
to (and printed as appendices to Consumers’ brief) were 
a part of this record, which they are not, they would be 
insufficient to justify Respondent’s rolling in the costs. 
The applications contain mere unsupported allegations 
with unsponsored exhibits appended thereto. This Court, 
we submit, could not lean on the slender reed of these 
filings to affirm the Commission’s order. Nothing is to 
prevent Trunkline and Panhandle, for instance, from 
withdrawing the applications the day after this Court 


rendered its opinion; nothing is to prevent Trunkline and 
Panhandle from amending or otherwise modifying the 
applications so as to provide the increment of additional 
capacity entirely from Panhandle’s western reserves, 
thereby using none of Trunkline’s facilities for the pur- 
pose. 


Accordingly, it is Illinois Power’s position that Re- 
spondent is not justified in directing Trunkline to roll 
in the costs of the expansion program here under review, 
unless and until the new expansion program of Trunk- 
line, as filed, has been subjected to hearings at which 
its economic feasibility and other matters can be inquired 
into, and has been approved by an appropriate order of 
the Commission. As we said in our Main Brief (p. 28), 
at such time as the new Trunkline expansion program is 
certificated by the Commission, assuming the said pro- 
gram proposes to use the facilities involved in the pro- 
ceedings here under review (which we do not know at 


the present time), it will then be appropriate to allocate 
the costs of, not only the new facilities, but also the fa- 
cilities here under review, among existing customers of 
Panhandle-Trunkline. None of such costs, certainly, should 
be allocated on a systemwide basis until the new expan- 
sion program is a reality and the benefits, if any, are 
made available to Illinois Power and other customers. 


Or. 


OTHER MATTERS RAISED IN THE ANSWERING 
BRIEFS. 


A. Concerning Illinois Power’s locus standi. 


Respondent (p. 3, fn. 4; p. 15) makes some point of the 
fact that Illinois Power presented no evidence in the 
proceedings below. The answer to this is that, in the 
posture of the case at that time, there was no need for 
Illinois Power to present evidence. Trunkline, in its 


application, at the hearing, upon brief, and in oral argu- 
ment, held the same theory as did Illinois Power—namely, 
that since Consumers (and Michigan Gas Utilities Com- 
pany) were to be the sole beneficiaries of the additional 
volumes of gas, the costs of the program should be as- 
sessed to them. When it became clear that the Commis- 
sion’s Staff, swa sponte, espoused a systemwide allocation, 
Illinois Power protested vigorously in its brief and its 
reply brief before the Presiding Examiner (see R. $199). 


Similarly, Respondent (p. 15) and Trunkline (pp. 3, 13) 
also point out that Dllinois Power filed no exceptions to 
the Presiding Examiner’s decision. Again, the simple 
answer is that there was no need to. The Presiding Exam- 
iner’s decision was completely consistent with Llinois 
Power’s position both there and before this Honorable 
Court. As mentioned above, Respondent and Trunkline 
have both missed the point of that decision. The Presid- 
ing Examiner advocated rolling in the costs, but denied 
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the application because all existing customers of Pan- 
handle-Trunkline would not have an opportunity to obtain 
some volumes of the additional capacity of gas (R. 
$208). With this position Illinois Power was, and is, in 
complete accord; it would hardly file exceptions to findings 
and conclusions with which it agreed. 


Finally, Respondent (p. 15) and Trunkline (pp. 3, 13) 
seem to attach significance to the fact that Illinois Power 
did not file an application for rehearing before the Com- 
mission. Again, there was no occasion to. The identical 
position was taken by Petitioner, Battle Creek Gas Com- 
pany, beth in its application for rehearing (R. 8561-62) 
and in its Petition for Review filed with this Court. Since 
this was only one of the positions taken by Battle Creek 
Gas, Illinois Power felt that it might not receive adequate 
emphasis. In accordance with Rule 38(f) of this Court, 
Illinois Power filed its Motion for Leave to Intervene 


herein, and was accorded that right by order of this 
Court dated December 18, 1959. 


B. Wanderings outside the record. 


In addition to the references made by Respondent, 
Trunkline, and Consumers to the recent applications filed 
by Panhandle and Trunkline, discussed at pages 19 and 
20 above, Trunkline has at various other points in its 
brief made references to matters that are dehors this 
record. These matters, which of course cannot be con- 
sidered by this Honorable Court and should be stricken, 
are as follows: 


1. At pages 15 and 16, including footnote 3 on page 16, 
Trunkline refers to and quotes from a contention made 
by Michigan Consolidated Gas Company in a brief filed 
in a case before the Court of Appeals for the Third 
Cirenit. Obviously, this Court cannot take judicial notice 
of anything in a brief filed with another Court of Appeals. 
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2. On page 25, footnote 9, Trunkline quotes from 
Statement G accompanying Trunkline’s filing in Docket 
No. G-19479. This quotation, of course, is completely 
outside the record in this case. Moreover, as we pointed 
out above, the only matters of which this Court can take 
judicial notice in Docket No. G-19479 are those matters 
that appear in the notice published in the Federal Reg- 
ister; these are the only matters we referred to in our 
Main Brief at page 16, footnote 4. 


3. On page 26, Trunkline refers to an application 
pending before the Commission in Docket No. G-20269. 
This application is in the same position as the applica- 
tions referred to above dealing with Panhandle’s and 
Trunkline’s so-called new expansion program and, not 
being in the record, it cannot be considered by this Court. 
No reference is made by Trunkline to any publication in 
the Federal Register and, accordingly, there is nothing of 
which this Court can take judicial notice. 


C. Miscellaneous. 


Consumers (pp. 9-10) states that if the Panhandle- 
Trunkline system is expanded by a new program, gas 
thereby made available will cost customers of Panhandle, 
including Illinois Power, less than the price to be paid 
by Consumers to Trunkline. It is hard to see what rele- 
vance this point has. The rates of Panhandle to its eus- 
tomers, including Illinois Power, are and will be lower 
than Trunkline’s rates to Consumers, of course, because 
the Panhandle rates result in great part from the lower 
cost of gas in western supply areas to which Panhandle, 
but not Trunkline, has access. 


Consumers (p. 10) states that Illinois Power impliedly 
asserted that the pending Trunkline rate increase in 
Docket No. G-19479 involving annual rate increases of 
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$9,580,000 resulted entirely from the increased costs of 
the facilities here under review. Illinois Power believes 
this to be an incorrect interpretation of its Main Brief. 
At page 16, footnote 4, of our Main Brief, we set forth 
the additional costs imposed on existing customers as a 
result of the Commission’s decision, and these costs are 
similar to those computed by Consumers in its Brief.” 
Any inference contrary to this we should like to disclaim. 


Trunkline (p. 29) objects to Illinois Power’s using the 
words “‘major portion” of the costs of the expansion pro- 
gram here under review as being allocated to existing 
customers. This, again, we suggest, is a misinterpreta- 
tion of Illinois Power’s position; what we said was that 
it was the major portion of the program here under 
review—approximately $65,791,000 for the additions to 
the main line facilities contrasted with approximately 
$15,667,000 involved in the south-of-Tuscola to White 
Pigeon line—that was being allocated on a systemwide 
basis by the Commission. Again, in our Brief we spelled 
out precisely, at the pages referred to above, just how 
much additional costs were imposed on existing customers 
by the Commission’s decision. 


22 Consumers computes these figures in an amount of ap- 
proximately $2,822,000; Illinois Power uses the two com- 
putations in the record: i.e., from $2,300,000 to $4,000,000 
(if the Staff’s computation is used) or some $4,300,000 to 
$6,000,000 (if the Trunkline computation is used) (R. 1861- 
64, 5564-78). 
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CONCLUSION. 


Accordingly, in accordance with all of the foregoing 
and the contentions of our Main Brief, Illinois Power 
respectfully requests that this Honorable Court reverse 
the decision of Respondent, as requested in the Conclu- 
sion of our Main Brief. 


Respectfully submitted, 


Inuio1s Power Company 


By: Q. P. DorscHe, 
Rosert 8S. Huxr 
Joun V. GmuHooLy 

Its Attorneys 
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COUNTER-STATEMENT OF QUESTIONS PRESENTED 


In the opinion of Intervenor, Trunkline Gas Company, 
the questions presented for decision are: 


1. On a petition to review an order of the Federal Power 
Commission under Section 19 of the Natural Gas Act, may 
this Court consider an objection to the Commission’s Order 
which was not raised in Petitioner’s Exceptions to the 
Decision of the Presiding Examiner and which, under the 
Commission’s Rules of Practice and Procedure. was 
thereby waived and thus not properly included in Peti- 
tioner’s application for rehearing? 


2. Did the Commission abuse its discretion in fixing rates 
based on system-wide rolled-in costs where such method 
was supported by substantial evidence and where such 
method has been used by the Commission and upheld 
by the Courts as a lawful exercise of the Commission’s 
rate-making authority? 


3. Did the Commission err in issuing a certificate to 
Trunkline Gas Company authorizing service to certain 
customers of Trunkline and its parent, Panhandle Eastern 
Pipe Line Company, where the Commission, after hearing 
the evidence presented by all parties requesting allocations 
of gas, denied the allocation of gas requested by Petitioner 
and made no allocation to customers who made no requests 
therefor? 


4. Did the Commission abuse its discretion in refusing 
to allocate gas to Petitioner where the record fully supports 
the Commission’s findings that Petitioner’s proposal had 
not been shown to be economically feasible, when the Com- 
mission has uniformly required proof of economic feasi- 
bility before reserving or allocating gas under the Natural 
Gas Act? 


INDEX 


Counter-Statement of the Case 
Summary of Argument 


I. The Commission’s Adoption of a Rolled in Rate 
for the Trunkline System Was Proper and 
Lawful 


A. Petitioner Lacks Standing to Appeal from 
the Rolled-In Rate, Having Failed to Object 
Thereto in Its Exceptions to the Presiding 
Examiner’s Decision 

. The Commission’s Requirement of Rolled-In 
Rates is in Accord with Commission Prece- 
dent and Court Decisions 


'. The Commission’s Adoption of the Rolled-In 
Rate for Trunkline is Supported by Substan- 
tial Evidence 


II. The Commission Properly Found that the Serv- 
ice Authorized was Required by the Public 
Convenience and Necessity 


III. The Commission’s Denial of Battle Creek’s Re- 
quested Allocation was Proper and Supported 
by the Record 


Conclusion 
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United States Court of Appeals 


For THE District oF CotumBra Circuit 


No. 15,368 
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v. 


FrperaL Power Commission, Respondent 


Consumers Power Company, TruNKLINE Gas Company, 
and Ittinors Power Company, ET AL, Intervenors 


On Petition to Review an Order of the Federal 
Power Commission 


BRIEF FOR INTERVENOR, TRUNKLINE GAS COMPANY 


COUNTER-STATEMENT OF THE CASE 


This case involves the petition filed by Battle Creek Gas 
Company (referred to as Petitioner or Battle Creek) to 
review Opinion No. 321 and accompanying order of the 
Federal Power Commission (Commission) issuing a 
certificate of public convenience and necessity to Trunkline 
Gas Company (Trunkline) under the provisions of the 
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Natural Gas Act (52 Stat. 821-833, 15 U.S.C. Sec. 717, 
et seq.). Said Opinion and accompanying order authorized 
the construction of certain facilities by Trunkline as addi- 
tions to its existing certificated natural-gas transmission 
system and the transportation and sale of natural gas for 
resale in interstate commerce. Said Opinion and order 
also authorized the sale of gas to two new customers of 
Trunkline, namely, Consumers Power Company (Con- 
sumers Power) and Michigan Gas Utilities Company 
(Michigan Utilities). Trunkline, as an applicant in the 
proceeding below, was permitted by the Court to intervene 
herein in support of the Commission’s Opinion No. 321 and 
accompanying order. 


Trunkline does not consider a complete counter-statement 
of the case essential at this point, but has included certain 
additional facts necessary for the consideration of the 
questions presented for decision in the Argument portion 
of this brief. 


SUMMARY OF ARGUMENT 
I 


The Presiding Examiner’s Decision in the proceeding 
below held that rates for Trunkline’s proposed project 
should be based on rolled-in system-wide costs as a matter 
of sound regulatory principle rather than on incremental 
costs as urged before the Court by Petitioner and Illinois 
Power. Petitioner filed no exceptions to the findings and 
conclusions in the Examiner’s Decision that Trunkline’s 
rates should be based on a rolled-in cost basis rather than 
an incremental cost basis. 


The Commission’s Rules of Practice and Procedure 
require that ‘‘Exceptions to findings and conclusions of 
fact shall specify the particular statements or parts to 
which exception is taken;’’ that ‘‘No matter not included 
in the exceptions * * * may thereafter be objected to 
before the Commission upon brief or oral argument, or in 
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an application for Commission rehearing;’’ and that ‘‘any 
matter not included in such exceptions shall be deemed 
waived.’’ Petitioner thus waived any objections to the 
Commission’s adoption of the rolled-in rate and was pre- 
cluded from raising such objections in its application for 
rehearing of the Commission’s order under review. 
Petitioner’s application for rehearing must, as a matter 
of law, be considered as failing to set forth any objection 
to the Commission’s prescription of rates based on rolled-in 
costs. 


Section 19 of the Natural Gas ct and the decisions of 
this Court and the Supreme Court make it clear that the 
presentation of a ground of objection in an application 
for rehearing is an indispensable prerequisite to the 
exercise of the power of judicial review of an order of the 
Commission on such ground. 


Petitioner’s lack of standing to challenge the rolled-in 
rate cannot be cured by the intervention of Illinois Power 
in support of Petitioner’s position on this issue. As an 
intervenor, Illinois Power has no better standing than 
Petitioner. In any event, Illinois Power did not file any 
exceptions to the Presiding Examiner’s Decision or 
any application for rehearing of the Commission’s Opinion 
No. 321 and accompanying order. 


II 


The rates prescribed by the Commission in the order 
under review are based on the rolled-in system-wide costs 
on Trunkline’s system south of Tuscola, Illinois. The 
Commission determined such rolled-in costs by determining 
a weighted average cost based on Trunkline’s previously 
authorized facilities and gas supplies as well as the new 
gas supplies and new facilities south of Tuscola authorized 
by Opinion No. 321. 


Trunkline urged the Commission that, as a matter of 
its rate-making discretion, it should permit Trunkline to 
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charge incremental rates for the new service authorized 
in the proceeding below. Although Trunkline does not 
contend that the Commission is required to use the rolled- 
in cost method or that the Commission is not free to use 
some other method in appropriate circumstances, Trunk- 
line does submit that the Commission’s use of the 
rolled-in rate method in the proceeding below is supported 
by substantial evidence and that such method has been 
used by the Commission and upheld by the Courts, in- 
cluding the Supreme Court, as a lawful exercise of the 
Commission’s rate-making discretion. The Commission’s 
action thus constitutes a valid exercise of the Commis- 
sion’s rate-making authority which should not be disturbed 
on Court review. Since the Commission’s certificate order 
is lawful and Trunkline has constructed facilities, filed rate 
schedules and rendered service in reliance thereon, Trunk- 
line urges this Court to deny the petition to review. 


In an earlier case involving Trunkline, the Commission 
prescribed rates based on rolled-in costs. In that case the 
Commission had before it the problem of allocating the 
additional gas supply made available to the system of 
Panhandle Eastern Pipe Line Company (Panhandle) from 
the newly-authorized Trunkline system as well as the 
problem of the form of rate to be charged by Panhandle 
to reflect the higher cost of such new gas supply. One of 
Panhandle’s largest customers, who did not receive any 
of the additional gas supply made available from Trunk- 
line, challenged the Commission’s prescription of rolled-in 
rates, on grounds identical to those urged here, that it 
was being required to bear a major portion of the cost 
of the additional capacity without receiving any benefit. 
This argument was rejected as unsound by the Court of 
Appeals for the Third Circuit. 


Petitioner and Illinois Power concede that in basing 
rates on rolled-in costs the Commission relied on a “‘long- 
standing policy of utilizing a system-wide approach in 
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costing and pricing firm service for gas delivered and 
sold from a company’s mainline facilities.’’ They cite 
three cases decided by the Commission for the proposition 
that the Commission ‘thas misapplied this long-standing 
policy in the case at bar.’’ The Presiding Examiner 
found, however, that such cases are not ““comparable to 
the situation in this proceeding”’ and ‘‘are to be contrasted 
with the hundreds, if not thousands, of cases in which the 
Commission has required or authorized rolled-in uniform 
rates.’’ (R. 8202) 


The Commission’s decision rejecting the incremental 
rate approach is in accord with prior Commission de- 
cisions, affirmed on Court review, and within the scope 
of its delegated authority. Under such circumstances, the 
Courts have consistently held that they will not substitute 
their judgment for that of the body entrusted with the 
administration of the Act. The law is likewise well settled 
that where an administrative agency has a choice of 
remedies and chooses one, that selection is not to be set 
aside merely because it is urged that another remedy might 
have been more appropriate. 


The Commission’s basic finding which led it to preserihe 
rates based on rolled-in costs was that (R. 8530) : 


“‘Trunkline’s existing and proposed facilities will 
constitute an integrated pipeline system, and the costs 
associated with the additional facilities and new vas 
supply with which Trunkline here seeks to expand this 
integrated system cannot be regarded as being for the 
exclusive benefit of any one customer or group of 
customers,’ 


In addition to the integrated nature of Trunkline facilities 
and operations, the Commission relied upon the major 
benefits of (1) Trunkline’s existing customers receiving 
quantities of gas made available by the facilities author- 
ized by Opinion 321; (2) Trunkline’s existing customers 
receiving quantities of gas to be purchased under the new 
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higher-priced gas purchase contracts involved in the pro- 
ceedings below; (3) Trunkline’s existing customers re- 
ceiving substantial quantities of firm gas from Trunkline’s 
further expansion program, now pending before the Com- 
mission, of which the expansion authorized in Opinion 321 
was but the first step; and (4) Trunkline’s existing 
customers receiving benefits from the new project in terms 
of increased reliability and greater flexibility of operations 
and service, availability to Trunkline’s system of new gas 
reserves, and access to new gas supply areas from which 
to bring additional future gas supplies into its system 
(R. 8530-1). The Commission’s findings of the integrated 
nature of Trunkline’s system and of such benefits to exist- 
ing customers are supported by substantial evidence. 


The issue of rolled-in versus incremental rates involves 
questions of tact which call for the exercise of the Com- 
mission’s rate-making judgment. The Commission’s find- 
ings are supported by substantial evidence. The Com- 
mission exercised its judgment in a manner consistent 
with prior decisions which have been affirmed on review. 
Clearly, the Commission’s order adopting rolled-in rates 
constitutes a proper exercise of its administrative disere- 
tion and should not be disturbed on review. 


Ill 


The Commission properly found that Trunkline was a 
qualified applicant and that its project was required by 
the public convenience and necessity. The Commission’s 
issuance of a certificate to Trunkline was therefore proper 
under the mandate of Section 7 of the Act providing for 


the issuance of a certificate when such findings are made. 


The Commission has fully heard and decided on the 
merits all requests presented in evidence for allocations 
from the gas supply to be made available by the project 
authorized by the Commission’s Opinion 321. This is, in 
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essence, all that Petitioner requests this Court to require 
the Commission to do. 


Petitioner has no basis for contending that the Com- 
mission is required to ignore Trunkline’s status as a 
separate corporate entity and as a separately certificated 
natural gas company simply because it is a subsidiary of 
Panhandle. The law is clear that Trunkline must be 
regarded for the purposes of regulation under the Natural 
Gas Act as a separate corporate entity and as a duly 
qualified applicant for a certificate. 


Petitioner cannot be heard to complain of the Com- 
mission’s failure to allocate gas to any customer of 
Trunkline or Panhandle other than itself. Obviously, 
Petitioner can be aggrieved only if the Commission im- 
properly denied the service which Petitioner itself 
requested. 


The Commission’s conclusion that Trunkline’s project 
was required by the publie convenience and necessity is 


proper and fully supported by the record, and its author- 
ization for such project is clearly within the scope of its 
authority under the Natural Gas Act. 


IV 


The Commission denied Petitioner’s requested alloca- 
tion on the ground that it had failed to show that its 
proposals were economically feasible. A review of the 
evidence presented by Battle Creek, as contrasted with the 
full evidence introduced by Michigan Utilities which also 
sought, and was granted an allocation of gas, shows that 
the Commission’s conclusion is fully supported by the 
record. The Commission traditionally considers the 
economic feasibility of a proposal before reserving or 
allocating gas. In denying Battle Creek’s requested alloca- 
tion, the Commission acted in accord with past decisions 
and did not discriminate against Battle Creek. 
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The Courts have held that the question of allocation is 
one which calls for judgment within the Commission’s 
peculiar and expert competence and that judicial review 
of such decisions is limited to determining whether the Com- 
mission’s findings are supported by substantial evidence 
and whether its decision is within the scope of its 
authority. 


The Commission’s denial of Battle Creek’s requested 
allocation of gas was therefore proper, consistent with 
past Commission decisions, and supported by the record. 
Under these circumstances, the Commission’s order is a 
proper exercise of the Commission’s judgment and should 
not be set aside. 


ARGUMENT 
I 


THE COMMISSION’S ADOPTION OF A ROLLED IN RATE FOR 
THE TRUNKLINE SYSTEM WAS PROPER AND LAWFUL 


Petitioner contends that the Commission erred in 
prescribing rates for Trunkline based upon the method 
of rolling-in all costs of purchased gas and facilities of 
the system south of Tuscola, Illinois. It is argued that 
such rates place an undue burden upon Petitioner and 
grant an undue preference to Consumers Power and 
Michigan Utilities, the two new customers of Trunkline 
to whom service was authorized by the Commission’s 
Opinion No. 321 in the proceeding below (Pet. Br.. p. 7). 
The brief of Illinois Power Company (Illinois Power), 
intervenor, reiterates this contention. We submit that 
Petitioner has no standing to raise this issue, having 
failed to specify these grounds of error in its Exceptions to 
the Presiding Examiner’s Decision. 


Trunkline attempted by evidence and argument to 
persuade the Presiding Examiner and the Commission 
that, as a matter of its rate-making discretion, the Com- 
mission should permit Trunkline to charge incremental 
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rates for the new service authorized in the proceeding 
below. However, Trunkline accepted the certificate issued 
by Opinion 321 and accompanying order which prescribed 
rates based on rolled-in costs. By virtue of such certificate 
Trunkline has constructed many millions of dollars of 
facilities and has initiated the sale of substantial volumes 
of gas to its customers. Moreover, Trunkline has filed its 
initial rate schedule for sales to Consumers Power and 
Michigan Utilities and revised tariff sheets for its rate 
schedules applicable to its previously authorized service 
on the basis of rolled-in costs, and payments have com- 
menced thereunder. Trunkline’s currently effective rate 
schedules for sales to all of Trunkline’s customers, in- 
cluding Consumers Power are thus predicated on rolled- 
in costs. Although Trunkline does not contend that the 
Commission is required to use the rolled-in cost method 
or that the Commission is not free to use some other 
method in appropriate circumstances, Trunkline submits 
that the Commission’s use of the rolled-in rate method 
in the proceeding below is supported by substantial 
evidence and that such method has been used by the Com- 
mission and upheld by the Courts as a lawful exercise of 
the Commission’s rate-making discretion. Since the Com- 
mission’s certificate order is valid and Trunkline has 
constructed facilities authorized thereby, has filed rate 
schedules as therein required, and is rendering service in 
reliance thereon, Trunkline urges this Court to deny the 
petition to review. 


A. Petitioner Lacks Standing to Appeal From the Rolled-In 
Rate, Having Failed to Object Thereto in Its Exceptions 
to the Presiding Examiner's Decision 

On April 1, 1959, the Presiding Examiner issued his 

Decision in the proceedings below in which he found that 

(R. 8208) : 

“Accordingly, in view of the fact that Trunkline’s 
existing and proposed facilities would constitute an 
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integrated system, no part of which would be used 
solely to serve one customer or one particular group 
of customers, the costs associated with the additions 
to the existing facilities of that integrated system and 
the costs associated with the additions of the gas 
supply of that integrated system could not be regarded 
as being for the exclusive benefit of any one customer 
or one particular group of customers and therefore 
the total cost of the integrated systems, must, as a 
matter of sound regulatory principle, be rolled in with 
all system costs for rate making purposes.’”! 


In entering this finding, the Examiner made it abundantly 
clear that he was rejecting the incremental rate approach 
urged by Petitioner and was adopting the rolled-in rate 
as a matter of sound regulatory policy (R. 8202-8). 


Petitioner took no exceptions whatever to the findings 
and conclusions in the Examiner’s Decision that Trunk- 
line’s rates should be fixed on a rolled-in cost basis 
(R. 8450-3). Section 1.31 of the Commission’s Rules of 
Practice and Procedure regarding exceptions to inter- 


mediate decisions of Presiding Examiners provides as 
follows: 


“*(b) Exceptions, nature of. Exceptions to findings 
and conclusions of fact shall specify the particular 
statements or parts to which exception is taken: shall 
designate, by special references, the portions of the 
record relied upon in support of such exceptions: shall 
set out specific findings and conclusions proposed in 
lieu thereof: and shall include any proposed additional 
findings and conclusions of fact. Exceptions to con- 
clusions of law shall be specific; shall briefly cite the 
statutory provisions or the principal authorities relied 
upon; shall set forth conclusions suggested in lieu 
thereof; and shall include any proposed additional 
conclusions. * * *”’ 


‘““(e) Failure to except results in waiver. Failure to file 
exceptions within the time allowed under this section 


1 Emphasis is supplied throughout this brief unless otherwise indicated, 
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shall constitute a waiver of all objections to the inter- 
mediate decision served. No matter not included in 
the exceptions filed as provided in this section may 
thereafter be objected to before the Commission upon 
brief or oral argument, or in an application for Com- 
mission rehearing; and any matter not included in 
such exceptions shall be deemed waived. Exceptions 
covering rulings admitting or excluding evidence not 
objected to at the time the rulings were made, will be 
unavailing.”’ 


Having failed to take exception to the Examiner’s con- 
clusion that Trunkline’s rates should be established on the 
basis of rolled-in costs, Petitioner waived all objections 
thereto, Accordingly, Petitioner lacks standing to raise 
such objections before this Court. 


Petitioner was precluded trom raising any objections in 
its application for rehearing before the Commission as to 
the rolled-in rate because it waived such objections by 
failing to file Exceptions to the /xaminer’s Decision on 


this point (Section 1.31(¢) of the Commission’s Rules, 
supra), Petitioner’s Appheation for Rehearing must, 
therefore, be considered in law as failing to set forth any 
proper ground for objection to the Commission's prescrip- 
tion of rates based on rolled-in costs. 


The law is clear that the presentation of a ground of 
objection in an application for rehearing is an indispensable 
prerequisite to the exercise of the power of judicial review 
of an order of the Federal Power Commission on such 
ground. Federal Power Commission v. Colorado Inter- 
state Gas Company, 348 U.S. 492, 75 8. Ct. 467 (1955). 
The Supreme Court there stated (at 348 U.S. 497): 

**The Natural Gas Act prescribes explicitly the pro- 
cedure to be followed by any person seeking judicial 
review of an order of the Federal Power Commission, 
and limits the scope of that review as follows: 


‘Sec. 19 * * * (b) * * * No objection to the 
order of the Commission shall be considered by the 
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Court [of Appeals] unless such objection shall have 
been urged before the Commission in the application 
for rehearing unless there is reasonable ground for 
failure so to do. * * *’’’ (Emphasis in original.) 


The Court held that a petition for rehearing which did not 
raise the specific objection upon which the Court of Appeals 
decided the case, was insufficient, stating (at 498 of 348 
US.): 


‘= * * Section 19(a) first precludes the bringing of 
any proceeding in a Court of Appeals to review an 
order of the Commission, unless the person bringing 
it previously has applied to the Commission for a re- 
hearing on that order. Section 19(b) then expressly 
excludes the consideration by the court of any objection 
to an order of the Commission, unless the objection 
shall have been urged before the Commission in the 
application for rehearing * * *7? (Emphasis in 
original.) 


The Court further stated the following reasons for this 
rule (at 501 of 348 US.): 


“The necessity for prior administrative considera- 
tion of an issue is apparent where, as here, its decision 
calls for the application of technical knowledge and 
experience not usually possessed by judges. The 
Federal Power Commission is an administrative 
agency the decisions of which involve those difficult 
problems of policy, accounting, economics and special 
knowledge that go into public utility rate making. For 
reviewing a rate made by the Federal Power Com- 
mission, the Court of Appeals has no inherent suit- 
ability comparable to that which it has for reviewing 
the judicial decisions made by a United States District 
Court.”’ 


This Court has also recognized that Section 19(b) 
“expressly precludes our consideration of any objection 
to the Commission’s order unless that objection shall have 
been urged before the Commission in an application for 
rehearing.’’ Dayton Power and Light Company v. Federal 
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Power Commission, 251 F, 2d 875, 102 U.S. App. D.C. 164 
(1957). 


Petitioner’s lack of standing to challenge the rolled-in 
rate obviously cannot be cured by Illinois Power’s inter- 
vention in this proceeding in support of Petitioner’s 
position on this issue. Apart from the fact that an inter- 
venor has no better standing than Petitioner, it is to be 
noted that Illinois Power did not file either any exceptions 
to the Presiding Examiner’s decision or any application 
for rehearing of the Commission’s Opinion No. 321 and 
accompanying Order.? 


For these reasons, we submit that Petitioner has no 
standing to urge the objection raised in its brief (and in 
the supporting brief of [linois Power, which Petitioner 
adopts) with regard to the Commission’s requirement of 
a rate based on rolled-in costs. 


B. The Commission’s Requirement of Rolled-In Rates is in 
Accord With Commission Precedent and Court Decisions 


By Paragraph (B) of its Order accompanying Opinion 
No. 321, the Commission required Trunkline to file specific 
rates for the newly authorized sales to Consumers and 
Michigan Utilities which were determined by the use of 
allocation method No. 1 presented in evidence by the Com- 
mission’s Staff (R. 8543, 8532). Under this method the 
Commission rolled-in all costs on Trunkline’s system south 


2 Illinois Power suggests (Brief, p. 22) that the Presiding Examiner’s 
rejection of the incremental rate now urged by Illinois Power and his objec- 
tion to rolled-in rates was ‘‘on the assumption that all customers are to receive 
correlative benefits by way of additional gas,’ The Presiding Examiner's 
Decision makes quite clear, however, that his decision in this regard was 
independent of the question of who was to receive the gas (R. 8196-8208). 
Thus, the Examiner concluded that rolled-in rates were required ‘‘as a matter 
of sound regulatory principle’? (R. 8208) and that (R, 8204): 


‘*It is therefore clear that increased cost of facilities and gas, i.e., the 
factors relied upon by Trunkline in the instant case to support its pro- 
posed incremental rate to Consumers, is not, never has been, and must 
never be permitted to become, justification for incremental rates,’’ 
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of Tuscola, [linois, by determining a weighted average 
cost based on Trunkline’s previously authorized facilities 
and gas supplies as well as the new gas supplies and new 
facilities south of Tuscola authorized by Opinion No. 321 
(R. 8532). Thus, the Commission determined a system- 
wide cost of service for each Mef of gas delivered through 
Trunkline’s system as far north as Tuscola, applicable 
alike to deliveries of gas to Trunkline’s previously 
authorized customers and to the new customers to whom 
service was authorized by Opinion No. 321. To arrive at 
the specific rate for the new sales to Consumers and 
Michigan Utilities to be made farther north, at the 
Indiana-Michigan state line, the Commission added the 
direct costs of the new mainline extension from Tuscola 
to the Indiana-Michigan border (R. $532). 


The Commission’s adoption of the rolled-in cost method 
rests in large part on its finding that ‘*Trunkline’s existing 
and proposed facilities will constitute an integrated pipe- 
line system’? (R. $530), and that certain “benefits * * * 
will acerue to the Panhandle-Trunkline system as an in- 
tegrated whole”’ (R. 8531). The Commission also observed 
that rates based on incremental costs ‘‘are inherently 
inequitable and would tax the customers of Consumers for 
benefits to be enjoyed by all of the customers of the 
integrated Panhandle-Trunkline system’’ (R. $532). Battle 
Creek (Br., p. 14) and Illinois Power (Br., pp. 16-17) 
concede that in basing rates on rolled-in costs the Com- 
mission relied on a ‘“‘long-standing policy of utilizing a 
system-wide approach in costing and pricing firm service 
for gas delivered and sold from a company’s mainline 
facilities.’’ Illinois Power contends (Br., p. 17), however. 
that the Commission ‘‘has misapplied this long-standing 
policy in the case at bar.’’ It further urges (Br., p. 33) 
that the Court should reverse the Commission’s order and 
require the Commission to allocate all ‘‘costs of the incre- 
mental gas supplies and facilities incident to Trunkline’s 
expansion program * * * to the new service’’ to Con- 
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sumers Power and Michigan Utilities. As shown below, 
the Commission’s adoption of the rolled-in rates in the 
proceeding below is in accord with prior Commission 
decisions affirmed by the courts and constitutes a sound 
exercise of the Commission’s rate-making discretion which 
should not be disturbed on court review. 


The problem of allocating costs and gas supplies of 
Trunkline is not novel to the Commission. As early as 
1951, the Commission had before it the problem of 
allocating the additional gas supply made available to the 
Panhandle system from the then newly-authorized Trunk- 
line project, as well as the problem of the form of rate 
to be charged by Panhandle to reflect the higher cost of 
such new gas supplies. 10 F.P.C. 185, 322, 328, 361; 11 
F.P.C. 862. The Commission then decided that (at 
10 F.P.C. 192): 

s* * * the rates charged by Panhandle for its gas 


after the Trunkline supply becomes available should 
be rates which are sometimes referred to as ‘rolled-in,’” 


whereby the cost of Trunkline gas is included along 

with Panhandle’s other costs; in other words for all 

customers these rates should be based upon the total 

cost of Panhandle for rendering natural gas service. 
99 


*_* # 


In allocating the increase in Panhandle’s capacity made 
available by the receipt of gas from Trunkline, the Com- 
mission did not allocate any of the new gas supply to one 
of Panhandle’s customers, Michigan Consolidated Gas 
Company (10 F.P.C. 337, 347; 11 F.P.C. 862). Michigan 
Consolidated challenged that order on review, alleging that 
the Commission erred in requiring it to pay rolled-in 
rates. It advanced the contention similar to that urged 
here, that ‘‘Petitioner [Michigan Consolidated], which has 
long been Panhandle’s largest customer, will have to bear 
a major portion (some $4,800,000 a year) of the cost of 
the additional capacity from which Petitioner will not 
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receive any benefit.” Michigan Consolidated Gas Com- 
pany v. Federal Power Commission, 203 F. 2d 895 (USCA, 
3rd Cir., 1953). The Court rejected such contention, stating 
(203 F. 2d 901): 


‘“$We sec no merit in Michigan Consolidated’s con- 
tention that the Commission acted arbitrarily in 
refusing to allot it any portion of Panhandle’s in- 
creased capacity while at the same time imposing upon 
it, by approving Panhandle’s new ‘rolled-in’ rate, a 
large portion of the increased cost of that additional 
capacity. For this increase is implicit in the hasic 
idea of the ‘rolled-in’ rate and it applies equally to 
all customers of Panhandle regardless of how much 
or how little gas they are allotted or of the source 
from which it comes. * * *”’ 


In a recent case, the Commission also determined that 
rates for an integrated pipeline system should be based on 
rolled-in costs and rejected the contention that ‘‘a cost 
allocation based on specifie facilities and specific sources 
of gas is the only lawful way to reach just and reasonable 


rates.’’ In the Matter of United Gas Pipe Line Company, 
14 F.P.C. 353, 394-400, 406. The Commission’s decision 
in that case was sustained on this issue by this Court. 
Mississippi River Fuel Corporation v. Federal Power 
Commission, 252 F. 2d 619 (1957), 102 U.S. App. D.C. 238, 
cert. denied 355 U.S. 904. 


In the Matter of El Paso Natural Gas Company, Docket 
No. G-2018 (1954), El Paso urged a method of allocation 
which was predicated on a separation of its system into 
two parts and a segregation of costs within those parts. 
The Commission rejected El Paso’s proposed method of 
allocation in favor of a method utilizing rolled-in system- 
wide average costs because ‘‘the facilities of El Paso 
constitute an integrated system for the production, gather- 

3 Michigan Consolidated Brief, at page 14. Michigan Consolidated also 


argued that ‘‘the Commission thus acted arbitrarily and contrary to the basic 
purposes of the [Natural Gas] Act * * *’’ (Br., p. 14). 
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ing, transmission and sale of natural gas’? (Opinion 278, 
p. 44). In the Matter of El Paso Natural Gas Company, 
Docket No. G-4769 (22 F.P.C, 260), the Commission again 
considered and rejected El Paso’s proposed allocation 
method based on a segregation of costs of certain facilities 
as related to certain sales and found that “‘the system-wide 
method of allocation is appropriate in this proceeding”’ 
(22 F.P.C. 277), 


The Commission also refused to segregate costs In the 
Matter of Atlantic Seaboard Corporation, Dockets G-1384, 
et al., 11 F.P.C. 486, 528-35, affirmed, as modified, 11 F.P.C. 
43, 58-9. In that case, the Commission rejected an alloca- 
tion urged by Washington Gas Light Company, which, in 
essence, would have segregated the cost of new facilities 
from old facilities. Washington Gas Light argued that 
allocation on this basis was necessary to relieve old 
customers of the costs of certain new facilities which 
exceeded the portion of such costs which were proportionate 
to their use of such new facilities, 


In one of the early landmark rate cases under the Natural 
Gas Act, the Commission refused to segregate facilities 
for the purpose of allocating costs of an integrated system. 
In the Matter of Canadian River Gas Company. et al., 
Dockets G-124, et al., 1942, 3 F.P.C. 32, 61-2, affirmed 
Colorado Interstate Gas Company v. Federal Power Com- 
mission, 324 U.S. 581, 65 S. Ct. 829 (1945). Colorado 
Interstate contended in the Supreme Court that the Com- 
mission erred in failing to (1) separate physical property 
used jointly for interstate and intrastate sales, (2) separate 
property used jointly for jurisdictional and non-jurisdie- 
tional sales, and (3) separate the property used exclusively 
in intrastate business or exclusively for industrial sales 
(324 U.S. at 586). The Supreme Court affirmed the Com- 
mission’s rolled-in cost allocation method, stating (324 
U.S. at pp. 588-590) : 


coe wm oe 


They [Colorado Interstate] maintain in the 
first place that a segregation of the physical property 
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based upon use is necessary so that the payment due 
for the use of that property which is in the public 
service may be determined. Reliance for that posi- 
tion is rested on the Minnesota Rate Cases, 230 U.S. 
352, a3) * * * and Smith v. Llinois Bell Telephone 
Co., 282 U.S, 183, 146 * * *. Those were cases which 
involved state regulation of intrastate rates of com- 
panies doing both an intrastate and interstate business. 
3ut the rule fashioned by this Court for use in those 
situations was not written into the Natural Gas Act. 
Congress indeed prescribed no formula for determining 
how the interstate wholesale business, whose rates are 
regulated, should be segregated from the other phases 
of the business whose rates are not regulated, Rate- 
making is essentially a legislative function. Munn v. 
Illinois, 94 U.S. 118, 24 L. Nd. 77. Congress to be sure 
has provided for judicial review of the Commission’s 
orders. $19, 15 U.S.C.A. §717r. But that review ts 
limited to keeping the Commission within the bounds 
which Congress has created. When Congress, as here, 
fails to provide a formula for the Commission to follow 
courts are not warranted in rejecting the one which 
the Commission employs unless it plainly contravenes 
the statutory scheme of regulation. If Congress had 
prescribed a formula it would be the duty of the Com- 
mission to follow it. But we cannot say that under 
the Natural Gas Act the Commission can employ only 
one allocation formula and that that formula must 
entail a segregation of property. A separation of 
properties is merely a step in the determination of 
costs properly allocable to the various classes of 
services rendered by a utility. But where as here 
several classes of services have a2 common use of the 
same property difficulties of separation are obvious. 
Allocation of costs is not a inatter for the slide rule. 
It involves judgment on a myriad of facts. It has no 
claim to an exact science. Hamilton, Cost as a 
Standard tor Price, 4 Law & Cont. Prob. 321. But 
neither does the separation of properties which are not 
in fact separable because they function as an integrated 
whole. * * * Under this Act the appropriateness of 
the formula employed by the Commission in a given 
case raises questions of fact not of lare.”’ 
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In support of its proposed incremental rate approach 
Illinois Power cites only three cases, in which, it states, 
*“*the Commission has rejected a rolled-in allocation of 
costs.”? (Br., pp. 18-20), The Examiner found, however. 
that those cases are not “comparable to the situation in 
this proceeding’? and ‘tare to be contrasted with the 
hundreds, if not thousands, of cases in which the Com. 
mission has required or authorized rolled-in uniform rates”’ 
(R. 8201). 


It is true that in certain isolated cases, where special 
circumstances prevailed, the Commission has based rates 
on incremental costs. Indeed, Trunkline presented evidence 
and argument based on such cases in an attempt to 
persuade the Presiding Examiner and the Commission 
that, as a matter of discretion, the Commission sould 
permit Trunkline to charge incremental rates for the new 
service authorized in the proceeding helow. Trunkline 
contends, however, that the Commission’s decision reject. 
ing the incremental rate is in accord with prior Com- 
mission decisions, affirmed on Court. review. and within 
the scope of its delegated authority. Under such ¢ireun- 
stances the Courts have consistently held that they will not 
substitute their judgment for the judgment of the body 
entrusted with the administration of the Act. Federal 
Power Commission vy. Hope Natural Gas Company, 320 
US. 591, 64 Ct. 281, 294-5 (1944): SLEW. v, Chenery 
591, 67 S. Ct. 1575, 1582-3 (1947) + Halsted 


Ss. 
Corp., 332 U.S. 
v. S.E.C., 189 F. 2d 660, 668 (CADC, 1950). 


The law is well settled that where an adininistrative 
agency has a choice of remedies and chooses one, that 
selection is not to he set aside merely because it is urged 
that another remedy might have been more appropriate, 
General Protective Co. v. S.E.C., 346 U.S. 521, 74.8. Ct. 
261 (1954): In re Standard Gas ond Electric Co.. 151 BF, 2d 
326 (USCA, 3rd Cir., 1945): Franks Bros. Co. v. NLR. 
321 U.S. 702, 64S. Ct. 817 (1944). 
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The scope of judicial review of rate questions in orders 
of the Commission is clearly set forth by the Supreme 
Court in Federal Power Commission v. Natural Gas Pipe 
Line Company of America, 315 U.S. 575, 586; 62 S. Ct. 736, 
743, as follows: 


“ee * * Agencies to whom this legislative power has 
been delegated are free, within the ambit of their 
statutory authority, to make the pragmatic adjust- 
ments which may be called for by particular cireum- 
stances. Once a fair hearing has been given, proper 
findings made and other statutory requirements satis- 
fied, the courts cannot intervene in the absence of a 
clear showing that the limits of due process have 
been overstepped. If the Commission’s order, as 
applied to the facts before it and viewed in its entirety, 
produce no arbitrary result, our inquiry is at an 
end.’”* 


This is particularly true where the issue is one of alloca- 
tion of costs which, as the Supreme Court aptly observed, 
“‘raises questions of fact not of law.’’ Allocation of costs 


“is not a matter for the slide rule’’ but ‘‘involves judg- 
ment on a myriad of facts. It has no claim to an exact 
science.”’ Colorado Interstate v. F.P.C., supra, 324 U.S. 
at 589, 591. 


The foregoing demonstrates that what is involved in this 


discretion, The Commission exercised its judgment in a 
manner consistent with prior decisions which have been 
affirmed on review. Clearly, the Commission’s order con- 
stituted a proper exercise of administrative discretion and 
should not be disturbed on review. 


4 The Supreme Court has also stated: 


‘The judicial function is exhausted when there is found to be a rational 
basis for the conclusions approved by the administrative body.’ I.C.C. v 
Jersey City, 322 U.S. 503, 513, 64 S, Ct. 1129, 1134 (1944), 
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C. The Commission’s Adoption of the Rolled-In Rate for 
Trunkline Is Supported by Substantial Evidence 


The major contention of Illinois Power against the rolled- 
in rate method followed by the Commission is that the 
new gas supplies and facilities of Trunkline authorized by 
the Commission in Opinion 321 are ‘‘clearly * * * for 
the sole benefit’? of the new sales authorized by that 
Opinion (Br., pp. 15-22). It also contends that certain 
specifie benefits to Trunkline’s existing customers which 
result from such new gas supplies and facilities are in- 
sufficient to ‘‘warrant charging [present] customers with 
a major portion of the cost of the expansion program”’ 
(Br., pp. 22-32). There is no merit to these contentions. 
As shown below, the Commission’s adoption of the rolled- 
in rate was warranted by the evidence. 


The Commission’s basie finding which led it to require 
that Trunkline’s rates be fixed on the basis of the rolled-in 
costs on its system up to Tuscola was that (R. 8530): 


“*Trunkline’s existing and proposed facilities will 
constitute an integrated pipeline system, and the costs 
associated with the additional facilities and new gas 
supply with which Trunkline here seeks to expand 
this integrated system cannot be regarded as being for 
the exclusive benefit of any one customer or group 
of customers.” 


As found by the Presiding Examiner (R. $193 


“Trunkline’s system is now, and if expanded in the 
manner proposed herein, will continue to constitute an 
integrated system for the purchase, gathering, trans- 
mission and sale of natural gas. The new facilities 
cannot be, and are not intended to be, operated in 
isolation from Trunkline’s existing svstem. They can 
only be utilized along existing facilities for general 
system purposes. ’” 


5 As previously stated, neither Battle Creek nor Tilinois Power filed any 
exceptions to the Presiding Examiner's findings and conclusions on the issue 
of rolled-in versus incremental rates. 
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A brief description of Trunkline’s new facilities south 
of Tuscola will readily demonstrate the validity of these 
conclusions. The major portion of such facilities consists 
of 463.8 miles of 30-inch pipeline to loop (parallel) portions 
of Trunkline’s existing 26-inch main transmission line 
between Longville, Louisiana and Tuscola, Illinois and 
44.5 miles of 24inch pipeline to loop portions of Trunk- 
line’s existing system in Texas (R, 8192, 2510). Such new 
loop lines, standing alone without Trunkline’s existing 
pipeline and compression facilities, would be physically 
incapable of transporting any gas to Tuscola for the reason 
that such loops are incomplete, leaving 276.2 miles of 
Trunkline’s system between Longville and Tuscola with- 
out any loop pipeline (R. $192, 2510, 58-9). Conversely, 
the uncontradicted evidence shows that the new loop pipe- 
line would physically transport approximately 170,000 Mef 
per day for present customers in addition to the 135,000 
Mef per day for the new sales authorized by Opinion 321 
(R. 836-9, 841, 5458-9). Thus, as Trunkline’s engineering 


witness testified (R. 839): 


“The new facilities carry gas flowing to the present 
customers as old facilities carry gas flowing to 
Consumers.” 


Moreover, the record also shows that because of the new 
looping, the existing compressor stations are able to trans- 
port the gas for the additional sales with less horsepower 
than was formerly required for Trunkline’s existing system 
(R. 838). 


With regard to the benefits to be obtained by Trunk- 
line's existing customers from the new gas purchase con- 
tracts involved in the proceeding below, the Commission 


found (R. 8530): 


6 Based on estimated costs, such loop lines comprise more thau 80% of the 
total cost of all of the new facilities south of Tuscola which the Commission 
*trolled-in** to determine the system-wide average cost south of Tuscola (R. 
2518-19). 
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“Trunkline’s proposed cost of service to Consumers 
includes all of the proposed gas expense directly 
attributable to the new gas purchase contracts which 
Trunkline asserts were executed solely to enable it to 
make the proposed sale to Consumers. However, the 
gas to be sold and delivered to Trunkline in accordance 
with these contracts will be commingled with and be- 
come a part of Trunkline’s over-all gas supply. Also 
the record shows that the daily delivery of gas to be 
produced in accordance with these contracts will exceed 
the daily deliveries to be made by Trunkline to Con- 
sumers. Trunkline’s new gas supply will benefit 
Panhandle-Trunkline system, and the higher purchase 
costs of this new gas supply cannot properly be 
assigned solely to the proposed sale to Consumers.”’ 


The uncontradicted evidence shows that gas to be pur- 
chased under the new gas purchase contracts involved in 
the proceeding below are ‘‘a part of Trunkline’s over-all 
system supply,’’ and that such gas is not contractually or 
in any other way dedicated or assigned to Consumers 
Power (R. 858, 933). Gas under such new contracts will 
be commingled in Trunkline’s system with the gas pur- 
chased under all other contracts so that ‘it is impossible 
** * to earmark any particular gas supply * * * to any 
particular customer’ (R. 117). Indeed, Trunkline’s wit- 
ness responsible for negotiating new gas purchase contracts 
testified unequivocally that ‘teach year we will endeavor 
to buy additional gas to put into our system’? and that 
such purchases would be without regard to the ultimate 
purchaser but ‘*would be purely for the system’? (R. 885-6). 


Moreover, Trunkline schedules gas to be purchased from 
all gas purchase contracts, old and new alike, to meet total 
system requirements (R. 870-1, 1007). Thus, Trunkline’s 
geological witness made a study of the availability of gas 
from Trunkline’s new gas purchase contracts and its old 
contracts and ‘‘rolled them all into one’’ to meet total 
system requirements (R. 933, 935-6). The gas available to 
Trunkline from the new contracts involved in the proceed- 
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ing below clearly exceeds the requirements of the new 
service authorized by Opinion 321 (R. 1005). Such excess 
gas can only be delivered to Trunkline’s existing customers 
and thus directly benefits such customers.? Moreover, the 
same geological! witness testified that, since the new gas 
purchase contracts cover new and not fully defined fields, 
the gas reserves available therefrom may prove to be 
larger than those used in his gas availability study 
(R. 1009).* 


The foregoing demonstrates the propriety of the Com- 
mission’s findings (R. 8530) that ‘‘the cost associated with 
the additional facilities and new gas supply with which 
Trunkline here seeks to expand this integrated system can- 
not be regarded as being for the exclusive benefit of any 
one customer or group of customers’? and that ‘‘Trunk- 
line’s new gas supply will benefit Panhandle-Trunkline 
system, and the higher purchase costs of this new gas 
supply cannot properly be assigned solely to the proposed 
sale to Consumers.’’ 


Illinois Power contends that ‘‘There is no assurance, 
nor even a proposal, that existing customers of Panhandle- 
Trunkline will receive any volumes of gas from the initial 
135,000 Mef of gas * * *’? (Br., pp. 24-5). The Commis- 
sicn found, however, that (R. $531): 


“‘The record discloses that the proposed deliveries 
to Consumers, during the first two years of operation 
will not fully utilize the increased capacity which will 
result from the partial looping program which Trunk- 


7In subsequent proceedings the Commission authorized further sales to 
Trunkline under additional new contracts at prices and terms and conditions 
identical to those authorized by Opinion No. 321, thus further inereasing the 
umount of higher priced gas to be delivered to Trunkline’s existing customers 
(See order of October 27, 1959, at Dockets G-15819, et al,, which is the subject 
of Case No. 15,601 in this Court). 


8 The witness cited, as an example, two additional gas sands which had 
been proved at the time of his testimony with completed wells and which had 
not been included in his availability study (R. 1009). 
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line proposes. This looping program will therefore 
enable Trunkline to deliver increased quantities of 
natural gas to its parent, Panhandle, under its exist- 
ing tariff provisions for delivery of excess gas. * * *” 


The record establishes beyond doubt that the full 135,000 
Mef increase in capacity of the new facilities exceeds the 
quantities of gas which will be sold to Consumers Power 
prior to the time it will receive the full service authorized 
by Opinion 321 (R. 1071, 1075). The gas to be purchased 
by Trunkline from producers under the minimum take-or- 
pay-for provisions of the new gas purchase contracts ex- 
ceeds the quantities required for the new service authorized 
by Opinion 321. Such excess gas can only be delivered 
to Trunkline’s existing customers (R. 1005). Contrary to 
Illinois Power’s argument (Br., p. 24) that such excess 
gas will be sold to Consumers Power rather than Pan- 
handle, the record clearly shows that Consumers Power 
‘‘would not be buying excess gas in those years’’ and that 
Trunkline ‘‘would be willing to sell it to someone else” 
(R. 1086-7, 1402-3). Since Panhandle is the only other 
customer who can buy excess gas under Trunkline’s tariff 
(R. 1402), the new facilities authorized in the proceeding 
below will, as the Commission found (R. 8531) ‘tenable 
Trunkline to deliver increased quantities of natural gas to 
** * Panhandle.’” 


Contrary to Illinois Power’s unsupported assertion (Br., 
p. 24), there is a specific proposal for existing customers 


» Trunkline’s filing at Docket G-19479, referred to by Ilinois Power (Br., 
p. 16), stated as follows (Statement G, Explanatory Note) : 


“oe * * Inasmuch as the capacity of the facilities authorized by Opinion 
No, 321 is in excess of the estimated first year deliveries under Rate 
Schedule P-2 [to the new customers to whom, service was authorized by 
that Opinion], Trunkline will have excess gas available for sale to Pun- 
handle for that year under Rate Schedule R-1 over and above the actual 
excess gas sales to Panhandle during the test year. Consequently, Trunk- 
line has offered to sell additional volumes of gas to Panhandle under 
Rate Schedule R-1 during the one-year period referred to above and 
Panhandle has agreed to purchase 5,044,550 Mef of excess gas over and 
above the amount actually purchased during the test period."’ 
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of Trunkline to obtain volumes of gas in addition to that 
discussed above from the project authorized by Opinion 
321. By its application now pending before the Commis- 
sion at Docket G-20269, Trunkline proposes to increase 
its sales to many of its existing small customers to meet 
their increasing requirements. Such increased sales are 
to be nade from the increase in capacity resulting from 
the new facilities and gas supplies authorized by the 
Comnission’s Opinion 321 by a reduction of 4,000 Mef in 
the contract demand authorized therein for Consumers 
Power. Consumers Power has advised the Commission 
that it has no objection to such a reduction in its contract 
demand so as to permit the additional sales to Trunkline’s 
existing small customers (Exhibit X-2 to Docket G-20269). 
Thus, Trunkline’s existing customers will obtain a further 
direct and immediate benefit from the facilities and gas 
supply authorized by Opinion 321. 


Illinois Power also contends (Br., p. 26) that ‘‘a mere 
possibility that at some future time in a new proceeding 
Trunkline may expand its facilities to provide additional 
quantities of gas for Panhandle-Trunkline customers is 
not a sufficient justification * * *’’ for the adoption of 
rolled-in rates in the proceeding below. The Commission 
found, however, with respect to this matter that (R. 8531) : 


“Additionally, there ‘is evidence of record to show 
that Trunkline’s proposed looping in this proceeding 
is but the first step in an over-all expansion program. 
Trunkline presently proposes to loop approximately 
64 percent of its existing main line. Staff contends 
that the looping of the remaining 36 percent of the 
main line could increase Trunkline’s capacity by at 
least 260,000 Mef per day over and above the 135,000 
Mef proposed here, without having to add additional 
compression. (footnote omitted) Such additional 
looping will provide Trunkline with greatly increased 
capacity over and above the 135,000 Mef without addi- 
tional compression, and will be even greater with 
compression. Thus with a materially smaller invest- 
ment than it proposes here, the Panhandle-Trunkline 
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integrated system will be able to realize substantial 
benefits.’ 


Trunkline’s President and its Chief Engineer both testi- 
fied that the expansion authorized by Opinion 321 ‘tis 
but one step in an over-all expansion program’ (R. 795-6, 
1401-2). The correctness of this conclusion is borne out 
by the fact that on February 2, 1960, Trunkline filed with 
the Commission at Docket CP 60-22 an application for the 
next step in the expansion program. In such application, 
Trunkline proposes to loop the remaining 36 per cent of 
its existing mainline between Longville and Tuscola and 
thereby increase its certificated capacity by 200,000 Mef per 
day, precisely as the Commission had anticipated in its 
above-quoted finding (R. 8531). Trunkline proposes in such 
application to sell an additional 200,000 Mef per day to 
Panhandle beginning November 1, 1960. Moreover, the 
increased capacity provided by Trunkline’s application at 
Docket CP 60-22 is nade available with an investment for 
facilities south of Tuscola of only about $225 per Mef 


of increased capacity as compared with the investment in 
similar facilities authorized by Opinion 321 of approxi- 
mately $480 per Mef. This fully confirms the Commission's 
finding that the next step in Trunkline’s expansion pro- 
gram would provide, ‘‘with a materially smaller invest- 


. 


ment, * * * substantial benefits’* to Panhandle and its 


customers (R, 8531). 


Illinois Power’s reference to the ‘‘mere possibility”’ 
that Trunkline would continue its expansion program, of 
which the facilities authorized by Opinion 321 were but the 
first step, is contrary to the evidence, the Commission’s 
specific findings, and the fact that such new expansion 

lo Trunkline’s expansion application at CP 60-22 is a part of the gas 
supply for a major expausion application filed by Panhandle on March 14. 
19¢0, at Docket CP 60-60 proposing increased sales to its customers totaling 
approximately 280,000 Mef per day, Panhandle's application proposes  sub- 
stantial increases in sales to both Battle Creek and Illinois Power. 
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application has now been filed with the Commission. While 
Illinois Power contends that the Court should close its 
eyes to the filing of Trunkline’s application at Docket CP 
60-22 because it “is not a part of the proceedings here 
in issue’? (Br., p. 28), it is respectfully submitted that 
the Court should take judicial notice thereof. This is par- 
ticularly appropriate where, as here, such application was 
filed soon after Opinion 321 was issued and provides con- 
firmation of the testimony and the Commission’s findings 
that the expansion program authorized ‘‘is but the first 
step in an over-all expansion program’? (R. 795-6, 1401-2, 


8531)." 


Illinois Power refers to the Commission’s finding to 
certain ‘‘so-called incidental and intangible benefits’’ to 
Trunkline’s existing customers from the project certificated 
by Opinion 321, and argues that the Commission erred in 
concluding that such benefits are “‘sufficient to justify 
allocating to such customers a major portion of the costs 
involved in the expansion program’? (Br., pp. 29-32). 


Such contention is without merit. In the first place, Tlinois 
Power does not question the correctness of the Commis- 
sion’s findings (R. 8531) that Trunkline’s existing cus- 
tomers will receive benefits from its new project in terms 
of increased reliability and greater flexibility of operations 
and service, availability to Trunkline’s system of new gas 
reserves, and access to new gas fields from which to bring 
additional future gas supplies into its system. Tlinois 
Power proceeds, rather, on the mistaken assumption that 
the Commission's adoption of rolled-in rates was predi- 
cated solely upon its findings of such benefits. The Com- 
mission’s adoption of the rolled-in rate was clearly predi- 
cated, however, upon the integrated nature of Trunkline’s 


11 Illinois Power expressed concern about the sufficiency of Trunkline’s gas 
reserves to support its expansion application (Br., pp. 27-8). Suffice it to 
say, that Trunkline’s application at CP 60-22 as filed with the Commission 
contains ample geological evidence of additional reserves and availability 
sufficient for the increased capacity and sales proposed thercin. 
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operations as well as upon the major benefits of (1) Trunk- 
line’s existing customers receiving quantities of gas made 
available by the facilities authorized by Opinion 321; 
(2) Trunkline’s existing customers receiving quantities of 
gas to be purchased under the new higher-priced gas pur- 
chase contracts involved in the proceeding below; and 
(5) Trunkline’s existing customers receiving substantial 
quantities of firm gas from Trunkline’s further expansion 
program (Docket CP 60-22) of which the expansion au- 
thorized in Opinion 321 was but the first step. 


Illinois Power advances the further erroneous conten- 
tion that the Commission’s rolled-in rates require Trunk- 
line’s existing customers to bear ‘‘a major portion”’ of the 
costs involved in the expansion program authorized below. 
The fact is, however, as shown by the record, that the 
imposition of a rolled-in rather than an incremental rate 
will lead to an increase in rates to Trunkline’s existing 
customers of only 1.8 cents per Mef (R. 1861)."° Stated 
differently, the total cost of service to Trunkline’s existing 
customers based on charging an incremental rate for the 
new service authorized by Opinion 321, as urged by Illinois 
Power, is $43,981,601,"* as shown by the Staff's allocation 
method No, 1 adopted by the Commission. Based on the 
same cost of service and the rolled-in rate adopted by the 
Commission, the cost of service to Trunkline’s existing 
customers is $46,356,251," an increase of $2,374,650 or 

12 Mlinois Power only obfuseates by its reference (Br.. p. 16) to Trunkline's 
rate filing at Docket G-19479 as translating the additional costs resulting 
from the rolled-in rate into specifie rates for Trunkline’s existing customers. 
As that filing shows on its face, it includes substantial amounts of inereases 
in wages and salaries, materials, supplies, other expenses, purchased gas, and 
rate of return, as well as a part of the costs of the new facilities and new gas 
supplies which were ‘rolled-in’* in accordance with Opinion 321. 


13 This ix computed by subtracting the revenues from the rolled-in rate to 
Consumers Power from the total system cost of service (R. 5491, 5494). 


‘4 This is computed by subtracting the revenues from the incremental rate 
for Consumers Power from the same total system cost of service (R. 
5491, 5494). 


only 5.4%. Thus, Illinois Power’s claim (Br., pp. 15, 29) 
that the Commission’s rolled-in rate will require Trunk- 
line’s existing customers to pay ‘‘a major portion of the 
costs involved in the expansion program”’ is without foun- 
dation in the record. 


The Commission’s adoption of rolled-in rates for Trunk- 
line in the proceeding below is, therefore, supported 
by substantial evidence. Section 19(b) of the Natural 
Gas Act provides: 


“<* * * The finding of the Commission as to the facts, 
if supported by substantial evidence, shall be con- 
elusive, ** *”’ 


II 


THE COMMISSION PROPERLY FOUND THAT THE SERVICE 
AUTHORIZED WAS REQUIRED BY THE PUBLIC CONVEN- 
IENCE AND NECESSITY 


Petitioner contends (Br.,.pp. 8-12) that in authorizing 
the service to Consumers Power as proposed by Trunkline, 
the Commission ignored the needs of Trunkline’s and Pan- 
handle’s other customers for additional gas and permitted 
Panhandle through its affiliation with Trunkline to dis- 
criminate against such other customers, Petitioner fur- 
ther contends (Br., p. 12) that ‘‘by permitting Panhandle 
to make a direct sale to one of its present customers to 
the exclusion of others,’’ the Commission ‘‘has waived its 
allocation authority’’ and that such action constitutes ‘‘the 
granting by Panhandle of an undue preference and ad- 
vantage to Consumers and the subjection of other cus- 
tomers to undue prejudice and disadvantage all in contra- 
vention of Section 4(b) of the Natural Gas <Act.’? Such 
contentions, we submit, are without basis in fact or in law. 


The Commission did not: ignore the needs of Trunk- 
line’s and Panhandle’s other customers. All of such ecus- 
tomers who sought to intervene in the proceeding below 
were permitted to do so (R. 8004). Those who desired 
to present evidence as to their needs for additional gas 
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from the proposed project were given an opportunity to 
do so. Only two of Panhandle’s customers presented any 
evidence requesting an allocation of gas from the proposed 
project (R. 8534, 8231-6). As to one of these, Michigan 
Utilities, Trunkline stated its willingness to supply the 
service requested and the Commission found the requested 
service to be in the public interest and granted the requested 
allocation (R. 8534-5, 8544, 8232-3).% The other request. 
that of Battle Creek, was denied, not because its need for 
the gas was ignored, but because the Commission agreed 
with the Presiding Examiner that Battle Creek had failed 
to present a feasible proposal (R. 8534, 8231-32).1° No 
evidence was presented concerning the requirements of any 
of Trunkline’s or Panhandle’s customers other than Con- 
sumers Power, Battle Creek and Michigan Utilities. It is 
clear, therefore, that the Commission did consider all the 
evidence presented as to the needs of all the customers 
who presented evidence of their needs for gas from the 
proposed project. In this regard, the Commission stated 
(R. 8529): 


“ce * * Of the customers of Trunkline and Panhandle 
who are parties to this proceeding, only two. Michigan 
Gas and Battle Creek, presented evidence of their 
market requirements in support of an allocation of gas. 
All issues of allocation which have been raised on the 
record in this proceeding are herein disposed of.*** *? 


Petitioner contends, in essence, that the Commission is 
required to ignore Trunkline’s status as a separate cor- 
porate entity and as a separately certificated natural-gas 
company subject to the Commission’s regulation simply 
because it is a subsidiary of Panhandle. <A similar con- 
tention was rejected by the Supreme Court in Smith v. 
Illinois Bell Telephone Co., 282 U.S. 133, 51 S. Ct. 64 


15 Battle Creek’s brief makes no reference to the Commission's action in 
allocating gas to Michigan Utilities. 


16 Battle Creek's separate argument (Br., pp. 12-14) that the Commission 
erred in denying its requested allocation, is answered later in this brief. 
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(1930). In that case the Supreme Court held that an 
intrastate telephone company (Illinois), which was a sub- 
sidiary of American Telephone and Telegraph Company, 
must be regarded for purposes of regulation as a separate 
corporate entity. The Court stated (51 S. Ct. at p. 67): 


“© *** the ownership of stock by the American Com- 
pany, and its power to control the Illinois Company, 
did not destroy the distinct corporate identity of the 
Illinois Company. The Court pointed out that the 
order of the Commission was directed against the 
Illinois Company, and that it was treated as a corpora- 
tion for the purpose of compelling it to establish the 
prescribed rates for service furnished by the opera- 
tion of the property to which it had legal title. No 
ground appears for assailing this ruling. The fact 
that the relation of the Illinois Company to the Ameri- 
can Company may demand close scrutiny, in dealing 
with certain questions which bear upon the validity 
of the rate order, cannot obscure the essential basis 
of that order, that is, that the Commission was im- 
posing its requirement upon a corporate organization 
engaged in an intrastate publie service and, as such, 
amenable to a valid exercise of the Commission's 
authority.’’" 


Thus, there is no basis in fact or in law for Petitioner’s 
contention that Trunkline’s proposal to serve Consumers 
Power, as authorized by the Commission, constitutes ‘‘the 
granting by Panhandle of an undue preference and ad- 
vantage to Consumers.’’ 


Trunkline’s application was filed on its own behalf and 
in its own right as a natural-gas company.’* Section 7(e) 
of the Natural Gas Act provides that ‘‘* * * a certificate 

17 The case of Mississippi River Fuel Corp. v. F.P.C. cited by Petitioner 
(Br., p. 10) is authority only for the proposition, stated in Smith, supra, by 
the Supreme Court, that corporate affiliation may demand ‘‘close serutiny’’ 
in relation to ‘‘certain questions which bear upon the validity of the rate 
order.”” 


18 There is no basis whatever in the record for Battle Creek’s characteriza- 
tion (Br., p. 10) of Trunkline’s application as ‘‘intercorporate manipulations. ’” 
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shall be issued to any qualified applicant * * * if it is 
found that the applicant is able and willing properly to 
do the acts and to perform the service proposed and to 
conform to the provisions of the Act * * * and that the 
proposed service * * * is or will be required by the present 
or future public convenience and necessity * * *."’ Peti- 
tioner does not challenge the Commission‘s finding that 
Trunkline is able and willing to perform the service author- 
ized and that the service is required by the public con- 
venience and necessity (R. 8542). The Commission simply 
treated Trunkline as any other duly qualified applicant and 
properly issued a certificate pursuant to the mandate of 
Section 7(e) of the Natural Gas Act. 


Petitioner further contends (Br., pp. 11-12) that: 


“‘The Examiner recognized the proposal herein for 
what it is, and found that Trunkline (and necessarily 
Panhandle) was by indirection attempting to assume 
the functions of allocation properly entrusted by Con- 
gress to the Commission (R. 8209). Respondent's 
order, however, stated that there was no justification 
for the Examiner’s conclusion on this point but failed 
to justify its own conclusion”? (R. 8526). 


On the contrary, the Commission fully justified its con- 
clusion in this regard. It stated (R. 8529): 


‘“‘There is no justification for the examiner’s con- 
clusion that this project must be rejected simply 
because Trunkline proposes to utilize its increased 
capacity to serve one or two new customers without 
making this increased capacity available to its existing 
customers and Panhandle’s customers as well. Of 
the customers of Trunkline and Panhandle who are 
parties to this proceeding, only two, Michigan Gas and 
Battle Creek, presented evidence of their market re- 
quirements in support of an allocation of gas. All 
issues of allocation which have been raised on the 
record in this proceeding are herein disposed of. 
Trunkline has proved the market for its gas in this 
proceeding and has otherwise demonstrated that its 
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proposed project is required by the public convenience 
and necessity. The fact that there may be a need for 
gas in markets other than those which Trunkline here 
proposes to serve, and that others who are not parties 
to this proceeding may have a need for additional or 
new gas supplies, is no justification for denying the 
applications in this proceeding.”’ 


The Commission’s rejection of the Examiner’s finding, 
that Trunkline’s proposed project should be modified and 
enlarged so as to serve all of Panhandle’s customers’ 
additional requirements,’® was proper for a further reason, 
namely that it is beyond the Commission’s power under 
the Natural Gas Act to compel a natural-gas company to 
enlarge its facilities. even if such enlargement is required 
to eliminate discrimination in service among customers. 
In the Matter of Panhandle Eastern Pipe Line Company, 
et al., 15 F.P.C. 46, 55-59; affirmed Central West Utility 
Company v. Federal Power Commission, 247 F. 2d 306 
(3d Cir., 1957): Panhandle Eastern Pipe Line Company v. 
Federal Power Commission, 204 F. 2d 675 (3d Cir., 1953). 
In the Panhandle ease, supra, the Commission stated (15 
F.P.C. 58) : 


so* * “ The heart of the matter the court stated 
[204 F. 2d 675] in the following language (p. 680): 


¢* * * In the light of Section 7(a) we are com- 
pelled to conclude that Congress meant to leave the 
question whether to employ additional capital in the 
enlargement of its pipeline facilities to the unfet- 
tered judgment of the stockholders and directors 
of each natural-gas company involved,’ 


“As the court’s language establishes, there is a 
sphere wherein, under the act, the judgment of the 
stockholders and directors of the company has free 
exercise, and the investment of capital for the purpose 
of enlarging pipeline facilities comes within that 


19 This would, in turn, obviously require an enlargement of Panhandle’s 
facilities to accommodate the additional gas which it would receive from 
Trunkline, 
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sphere. * * * But the effect of the conditions imposed 
by the examiner’s decision would be to compel Pan- 
handle to enlarge the Liberty lateral. * * * Obviously. 
this would take decision on these matters, respecting 
which it is management’s right and obligation to judge, 
out of management’s hands.”’ 


On appeal, the Court of Appeals for the Third Circuit 
upheld the Commission, stating (247 F. 2d at 312-13): 


‘“We are in complete accord with the views thus 
expressed by the Commission and need add little to 
its able discussion of the impact of the Act in the 
situation disclosed in this case.’’ 


It is obvious that in proposing service for certain speci- 
fied markets, Trunkline was simply exercising its right and 
obligation to judge whether and how to employ its capital 
in the enlargement of its pipeline facilities. We do not 
mean to imply that the Commission must certificate every 
proposed project. What we do say is that the Commission 
cannot substitute its judgment for that of management 
as to the scope and size of the project to be proposed. If, 
as previously stated, the proposed project is required by 
the public convenience and necessity and applicant is will- 
ing and able to perform the service proposed, the Act pro- 
vides that the certificate shall be granted, 


The fallacy in Petitioner’s argument is apparent from 
the statement in its Brief (p. 11) that: 


‘«The conelusion is inescapable that the public inter- 
est in this case can only be served by conditioning any 
authorization for the expansion of Trunkline’s facili- 
ties to permit allocation of gas to all customers in the 
area proposed to be served seeking sucl allocations 
provided of course the Commission finds that in each 
instance the public convenience and necessity so 
requires.”” 


It is abundantly clear from the record that the Commission 
has done precisely this. The Commission fully considered 
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on the merits all of the evidence presented by customers 
‘*seeking such allocations’? and the Commission granted 
allocations where the Commission was able to find that 
the public convenience and necessity so required.” 


Finally, Petitioner cannot be heard to complain of the 
Commission’s failure to allocate gas to any customer 
of Trunkline or Panhandle other than itself. Obviously, 
Petitioner can be aggrieved only if the Commission im- 
properly denied the service which Petitioner itself re- 
quested. Section 19(b) of the Natural Gas Act provides 
that only a person ‘‘aggrieved’’ can seek review of an 
order of the Commission. Thus, Petitioner can be heard 
in court only as to those objections to the Commission’s 
order which aggrieve Petitioner. 


It is respectfully submitted that the Commission’s con- 
clusion that Trunkline’s project was required by the public 
convenience and necessity is proper and fully supported 
by the record, and that its authorization for such project 
is clearly within the scope of its authority under the Nat- 
ural Gas Act. 

mm 
THE COMMISSION’S DENIAL OF BATTLE CREEK’S REQUESTED 
ALLOCATION WAS PROPER AND SUPPORTED BY THE RECORD 

Battle Creek sought an allocation from Trunkline of 
4,000 Mef per day for the five winter months with no gas 
to be purchased during the remaining seven months of the 
year (R. 8231, 8534). Battle Creek proposed to purchase 
this gas from Trunkline at Tuscola, Illinois, and to have 
it transported by Panhandle to Battle Creek’s service area 
in Michigan (R. 8231, 8534).22. The Commission’s denial 


20 Counsel for Petitioner admitted **We are not concerned with any in- 
creased requirements of any customers who have not participated in these 
proceedings ’’ (R. 1470), 


21 Panhandle’s application at Docket CP 60-60, previously referred to, pro- 
poses to increase Battle Creek's contract demand to 30,000 Mef per day. This 
compares with its contract demand of 23,500 Mcf per day which was author- 
ized by the Commission’s Order of July 16, 1959, 22 F.P.C. 82. Thus, Pan- 
handle has applied to serve 6500 Mcf of gas to Battle Creek, or 2500 Mef 
more then it sought in the proceeding below. 
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of Battle Creek’s request was based on its finding that 
(R. 8534, $232): 


«* * * Battle Creek has made no showing that it is 
economically feasible for Trunkline to render service 
to it, or that it is economically feasible for Battle 
Creek to buy gas for five months of the year under 
a rate schedule for year-round firm service, as it here 
proposes.”’ 


While Battle Creek asserts (Br., pp. 12-14) that such 
finding ‘‘is not consistent with past determinations,*" it 
does not claim that it introduced any evidence showing 
economic feasibility. Thus, Battle Creek’s argument is 
predicated on the general and unsupported statement that 
‘‘Respondent’s failure to reserve a part of the capacity 
for it pending determination of Petitioner’s avowed plan 
to initiate proceedings to implement is proposal diserimi- 
nates against Petitioner and is contrary to the public 
interest’? (Br., pp. 13-14). As demonstrated below, there 
is no merit to Petitioner’s contentions and the Commis- 
sion’s denial of its requested allocation is proper and 
supported by the record. 


The evidence introduced by Battle Creek was limited to 
an exhibit demonstrating its need for additional quantities 
of gas, and general testimony from one witness concerning 
the location of its market territory, the other supplies 
of gas available to it, and a vague discussion of “several 
alternative methods of procuring the gas’’ (R. 1451-9, 
5463; Br. p. 12). Of considerable significance is the fact 
that Battle Creek’s argument on this point in its brief 
(pp. 12-14) includes not a single record reference to any 
evidence which would support a claim that its proposals 
were economically feasible. Indeed, Battle Creek does not 
even claim in its brief that it made such a showing. It 
is thus evident, as the Presiding Examiner and the Com- 
mission found, that Battle Creek ‘‘has made no showing”’ 
of the economic feasibility of its proposal. 
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In contrast with the inadequate and sketchy presenta- 
tion by Battle Creek is the complete and thorough presenta- 
tion of Michigan Utilities which sought, and was granted, 
an allocation of gas in the proceeding below. Michigan 
Utilities introduced 5 exhibits which showed in detail (1) 
a map of its service area, the existing pipelines in the 
area, and its proposed pipeline to receive gas from Trunk- 
line; (2) a detailed study of its market requirements and 
the basic factors used in its market estimates; (3) schedules 
showing the other supplies of gas available to it and com- 
paring peak-day and annual requirements with supply for 
its various market districts; (4) a flow diagram with 
related data showing the ability of its proposed facilities 
to transport the gas to be received from Trunkline; and 
(5) an estimate of the construction costs of such facilities 
(R. 5466-80). In addition, Michigan Utilities presented 
the testimony of two witnesses which fully supported all 
aspects of the exhibits described above and included specific 
testimony on the costs of its gas supply assuming the 
receipt of the requested allocation from Trunkline and 
the financibility of its proposed facilities (R. 1476-95). 
Thus, Michigan Utilities introduced sufficient evidence to 
meet all of the criteria considered by the Commission 
in determining whether an allocation should be made, 
whether by way of a Section 7(a) application or by in- 
tervention. As stated by the Commission In the Matter 
of Panhandle Eastern Pipe Line Company, et al., 15 F.P.C. 
1421, 1425, such criteria are: 


“eee 


whether the pipeline company is the applicant’s 
most feasible source of supply; whether there is a 
public need for, and will be a public benefit from, 
natural-gas service in the areas involved; whether the 
proposed project can be financed and whether the proj- 
ect ts economically feasible,”’ 


The foregoing makes abundantly clear that, in denying 
Battle Creek’s requested allocation because of its failure 
to introduce evidence consistently considered necessary by 
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the Commission, the Commission acted in accord with 
past decisions and did not discriminate against Battle 
Creek. 


Battle Creek cites two prior Commission cases in support 
of its contention that the Commission departed from past 
determinations in denying Battle Creek’s requested alloca- 
tion (Br., p. 13). In the first case cited, In the Matter 
of Carolina Natural Gas Corp., et al., 10 F.P.C. 469, prior 
to reserving an allocation of only 675 Mef for the inter- 
venor Frederick Gas Co., Ine., the Commission found that 
(1) the pipeline supplier, Transcontinental Gas Pipe Line 
Corporation, was a qualified applicant and hence its pro- 
posed service was economically feasible, and (2) the con- 
version by Frederick Gas Company to natural gas ‘‘would 
convert a losing business into a profitable operation’’ 
and thus that its purchase of natural gas would be 
economically feasible. 10 F.P.C. at 482, 512. In this 
ease, a further lateral pipeline requiring Commission au- 
thorization was required to deliver the gas from Trans- 
continental to the distribution area of Frederick Gas Com- 
pany. It was with respect to this pipeline project, for 
which an application had not yet been filed with the 
Commisison, that the Commission properly observed that 
‘““No determination is here made, of course, as to the * * * 
economic feasibility of the project which intervenor pro- 
poses’? (10 F.P.C. at 512). 


The second case relied upon by petitioner, In the Matter 
of Shenandoah Gas Company, Docket G-1448 (1954), is 
equally inapposite.** Shenandoah was seeking a certificate 
of public convenience and necessity for the construction 
of a pipeline subject to the Commission’s jurisdiction to 
connect Atlantic Seaboard Corporation with the proposed 
gas distribution system of Shenandoah. Shenandoah pre- 


22 Decision of the Presiding Examiner issued March 12, 1954, affirmed by 
Commission order issued April 30, 1954. This Decision and Order are not 
yet reported, 
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sented full and complete evidence concerning all aspects of 
its project and the Commission specifically found that 
Shenandoah’s project, including both the pipeline and the 
distribution operation, was economically feasible (Decision, 
mimeo., pp. 13-14). Because the availability of the neces- 
sary gas supply was dependent upon a Commission decision 
in another pending proceeding, the certificate issued to 
Shenandoah was conditioned upon its receiving the neces- 
sary allocation in such other proceeding. 


Thus, in the cases relied upon by Petitioner, the Commis- 
sion had made the very findings of economie feasibility 
which the Commission was unable to make in the proceed- 
ing below because of the inadequacy of Petitioner’s evi- 
dence. In this regard, the Presiding Examiner found 
(R, 8232): 


‘‘While it accords with applicable provisions of the 
Act to reserve allocations of gas contingent upon the 
outcome of other filings and proceedings, as the Com- 
mission at times has had occasion to do * * * it must 
be made clear at the outset that appropriate arrange- 
ments can or have been made and that the proposal 
is economically feasible. * * *”? 


This Battle Creek utterly failed to do. Moreover, it failed 
to take exception to this portion of the Examiner’s Deci- 
sion (R, 8450-3), and thus, having waived this objection, 
is precluded from advancing its contention here (Section 
1.31 of the Commission’s Rules, supra). 


The scope of judicial review on questions of allocation 
of service was defined by the Court of Appeals for the 
Third Cireuit in Michigan Consolidated Gas Company vy. 
F.P.C., supra, as follows (203 F. 2d, at p. 900): 


*‘In reviewing this case under Section 19(b) of the 
Act, we must bear in mind that the findings of the 
Commission, as to the facts, if supported by substan- 


41 


tial evidence as they are here, are conclusive. The 
problem of the allocation of service to various cus- 
tomers is one which calls for judgment within the Com- 
mission’s peculiar and expert competence. Judicial 
review of the Commission’s orders with respect to 
this question is, we think, limited by the rule as to 
the review of rate orders laid down by the Supreme 
Court in Federal Power Comm. v. Natural Gas Pipe- 
line Co. * * * as follows: 


‘* * * Once a fair hearing has been given, proper 
findings made and other statutory requirements 
satisfied, the courts cannot intervene in the absence 
of a clear showing that the limits of due process have 
been overstepped. If the Commission’s order, as 
applied to the facts before it and viewed in its en- 
tirety, produces no arbitrary result, our inquiry is 
at an end.’ ”’ 


It is respectfully submitted, therefore, that the Com- 
mission’s denial of Battle Creek’s requested allocation of 
gas was proper, consistent with past Commission de- 


cisions, and supported by the record. Under these cir- 
cumstances, the Commission’s order is a proper exercise 
of the Commission’s judgment and should not be set aside. 


CONCLUSION 


For all the foregoing reasons, we submit that the Com- 
mission’s Opinion No. 321 and accompanying order here 
under review should be affirmed. As the Supreme Court 
stated in F.P.C. v. Hope Natural Gas Company, 320 U.S. 
591, 64 S. Ct. 281 (page 602 of 320 U.S.): 


«* * * The Commission’s order does not become sus- 
pect by reason of the fact that it is challenged. 
It is the product of expert judgment which car- 
ries a presumption of validity. And he who would 
upset the rate order under the Act carries the heavy 
burden of making a convincing showing that it is in- 
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valid because it is unjust and unreasonable in its con- 
sequences. ’” 
Petitioner has failed to discharge that burden. 
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STATEMENT OF QUESTIONS PRESENTED. 


In the opinion of Intervenor, Illinois Power Company, 
the questions presented to this Honorable Court for deci- 
sion are: 


1. Whether Respondent, Federal Power Commission, 
erred in allocating a major portion of the incremental 
costs of an expansion program of Trunkline Gas Com- 
pany (“Trankline”) to existing customers of Trunkline 
and of Panhandle Eastern Pipe Line Company (“Pan- 
handle”), Trunkline’s parent (to whom Trunkline sells 
some 90 per cent of its gas), when such existing cus- 
tomers are clearly not to receive any substantial benefits 
from the aforesaid expansion program, but instead all 
the facilities necessary to effectuate the expansion pro- 
gram are directly associated with delivering the entire 
increment of additional gas to a single new customer of 
Trunkline—i.e., Consumers Power Company (“Consum- 
ers”). 


2 In the Order under review, Respondent also directed 
Trunkline to deliver 6,000 Mcf per day to Michigan Gas 
Utilities Company (“Michigan Gas”) (R. 8541), who, like 
Consumers, will take the gas at the terminus of the new 
Trunkline extension near White Pigeon, Michigan. How- 
ever, since these volumes are small and since Michigan 
Gas is also a new customer served off the same extension, 
we shall refer to deliveries to Consumers and to Michigan 
Gas as a single service, 


2. Whether Respondent erred in allocating a substan- 
tial portion of the incremental costs of Trunkline’s ex- 
pansion program to existing customers of Trunkline and 
of Panhandle on the grounds that: (a) such existing 
customers may possibly receive a portion of 35,000 Mef 
of gas per day for the first year and 10,000 Mef of gas 
per day for the second year; (b) if Trunkline should 
expand its facilities, in a future and independent pro- 
ceeding, the aforesaid existing customers may receive 
additional volumes of gas delivered through facilities 
certificated in the proceedings here under review; and 
(c) existing customers of Trunkline and Panhandle, apart 
from the possibility of receiving any additional gas, will 
receive “substantial benefit” from the added flexibility of 
the Trunkline system resulting from the certification of 
the facilities by Respondent in its Order here under 
review. 
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PROGRAM CLEARLY IS FOR THE SOLE 
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A. Existing customers of Panhandle-Trunkline 
will receive no assured additional volumes of 
firm gas on a permanent basis resulting from 
Trunkline’s expansion program here under re- 


1. There is no assurance, nor even a proposal, 
that existing customers of Panhandle-Trunk- 
line will receive any volumes of gas from 
the initial 135,000 Mef per day of gas prior 
to the time that Consumers is ready to re- 
ceive the entire increment 

. A mere possibility that at some future time 
in a new proceeding Trunkline may expand 
its facilities to provide additional quanti- 
ties of gas for Panhandle-Trunkline custo- 
mers is not a sufficient justification to im- 
pose, in this proceeding and at this time, a 
major portion of the incremental costs in- 
volved in the expansion program that is the 
subject of these review proceedings 


. The Commission erred in concluding that exist- 
ing customers of Panhandle-Trunkline will re- 
ceive so-called incidental and intangible bene- 
fits sufficient to justify allocating to such cus- 
tomers a major portion of the costs involved 
in the expansion program 
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JURISDICTIONAL STATEMENT. 


On July 3, 1958, Trunkline, a natural gas company 
within the meaning of Section 2(6) of the Natural Gas 
Act, 52 Stat. 821 (1938), 15 U.S.C. §717a(6) (1958) 
(hereinafter called the “Act”), filed an application with 
Respondent, Federal Power Commission, in Docket No. 
G-15,394, for a certificate of public convenience and neces- 
sity under Section 7(c) of the Act, authorizing Trunk- 
line to construct and operate substantial additions and 
extensions to its existing transmission system for sale 
of gas to a single new customer, Consumers, located in 
the state of Michigan (R. 3-6). This proceeding was 
consolidated for purposes of hearing with some 14 other 
inter-related applications, not involved here, by orders 
of Respondent issued October 13 and November 26, 1958 
(R. 7816-19, 8017-18). 


Intervenor, Illinois Power Company (“Illinois Power”), 


is a gas distribution utility company in the state of Illi- 
nois that purchases all of its natural gas supply for its 
Supply Area B from Panhandle, Trunkline’s parent (R. 
7938-9). Illinois Power, over the objection of Trunkline, 
was granted leave to intervene in the proceedings below 
by order of Respondent dated November 13, 1958 (R. 
8004-5). 


After hearings and briefs, the Presiding Examiner 
issued his decision on April 1, 1959, as supplemented by 
erratum notice issued April 3, 1959, denying all appli- 
cations in the consolidated proceedings (R. 8179-8238). 
On May 22, 1959, Respondent issued its Order, in Opin- 
ion No. 321, reversing the decision of the Presiding 
Examiner and granting Trunkline and the other appli- 
cants certificates of public convenience and necessity, 
subject to conditions (R. 8520-8556). 
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On June 19, 1959, Petitioner herein, Battle Creek Gas 
Company, filed its application for rehearing (R. 8558- 
68) which Respondent denied in its order issued July 17, 
1959 (R. 8600-1). Within sixty days, on September 15, 
1959, Petitioner duly filed its Petition for Review in this 
Honorable Court, pursuant to Section 19(b) of the Act 
and Section 10 of the Administrative Procedure Act, 
60 Stat. 243 (1946), 5 U.S.C. § 1009 (1958). 


On November 30, 1959, Dlinois Power filed, pursuant 
to Rule 38(f) of this Honorable Court, its Motion for 
Leave to Intervene, and was allowed to intervene by 
order of this Court issued December 18, 1959. 
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STATEMENT OF CASE. 


This case involves the validity of a portion of Re- 
spondent’s Order directing Trunkline to allocate to all 
existing customers of Trunkline (and Trunkline’s parent, 
Panhandle, who purchases some 90 per cent of Trunk- 
line’s present capacity), a major portion of the costs of 
the incremental gas supplies and transmission facilities 
involved in Trunkline’s expansion program, even though 
these existing customers are not to receive any firm gas, 
since the expansion program, admittedly, was designed 
to provide service to a single new customer. 


A. The Operations of Trunkline, Panhandle, Consumers 
and Michigan Gas Storage Company. 


Trunkline, as aforesaid, is a natural gas company with- 
in the meaning of Section 2(6) of the Act and is an 
interstate pipeline company transporting gas from the 


Gulf coast fields of Texas and Louisiana northward to 
a terminus near the village of Tuscola, Illinois (R. 4). 
At this terminus, the major part—approximately 90 per 
cent—of the gas transported by Trunkline is deliv- 
ered to Panhandle for further transportation and sale 
to customers of Panhandle, including Illinois Power (R. 
8523). At the present time, Trunkline has capacity to de- 
liver to Panhandle approximately 345,000 Mcf of gas 
per day (R. 66). Trunkline’s only other deliveries are 
for some twenty small communities along its system who 
purchase small volumes of gas pursuant to orders issued 
by the Federal Power Commission under Section 7(a) 
of the Act. Trunkline is a wholly-owned subsidiary of 
Panhandle; the companies have three directors in com- 
mon, and two of the three members of Trunkline’s execu- 
tive committee are Panhandle directors (R. 373, 390, 
8523). 
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Illinois Power is a customer of Panhandle purchasing 
gas for resale to ultimate consumers in the central part 
of Illinois, supplying gas service at retail to a territory 
comprising some 64 incorporated municipalities and their 
environs, having a population in excess of 625,000 (R. 
7938-9). At the present time Panhandle is the sole source 
of natural gas supply for this particular area of Illinois 
Power’s operations (R. 7939). Illinois Power is not an 
existing customer of Trunkline. 


There is presently, and has been for some time, a 
shortage of gas on Panhandle’s system and the require- 
ments of Panhandle’s utility customers, including those 
of Illinois Power, are now and have been unsatisfied 
(R. 7941). 


Consumers is a gas distribution utility company doing 
business in the southern peninsula of Michigan (R. 155-6). 
Consumers, through its affiliate, Michigan Gas Storage 


Company (“Storage Company”), is presently a customer 
of Panhandle but not of Trunkline (R. 8523). Con- 
sumers, like most of the utilities on Panhandle’s system, 
has great unsatisfied requirements for gas that it can- 
not fill, having a waiting list for space heating service 
of over 125,000 applicants (R. 158). 


Storage Company is a natural gas company, presently 
purchasing all of its gas supply from Panhandle in 
Michigan, and owning and operating a transmission sys- 
tem and three gas storage fields (R. 8523). It sells gas 
to Consumers on a cost of service basis (Ibid.). Stor- 
age Company is owned jointly by Consumers and Pan- 
handle, Consumers holding approximately 75 per cent 
and Panhandle, approximately 25 per cent of the out- 
standing stock (Ibid.). 
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B. The Trunkline Expansion Program. 

In its application and at the hearings, Trunkline pro- 
posed to expand its system (by acquiring new gas re- 
serves, constructing new gathering lines, and increasing 
its main line capacity) from 375,000 to 510,000 Mcf per 
day in order to sell and deliver 135,000 Mef per day 
to Consumers (R. 8522). This 135,000 Mef of gas would 
be transported through Trunkline’s existing transmis- 
sion system by means of new facilities (partial looping 
and addition of compression) to be constructed for the 
purpose to a point approximately five miles south of 
the present junction of Trunkline and Panhandle near 
the village of Tuscola (R. 62-3, 2510). Thus, the incre- 
mental volumes in the expansion program would not be in- 
jected into Panhandle’s compressor station at Tuscola 
where Trunkline’s present supply is delivered, and such 
incremental volumes would be separately metered.*? At 
this takeoff point south of Tuscola the gas would be taken 
through a line constructed for the purpose, running 
slightly northeast through the states of MDllinois and 
Indiana to the Michigan-Indiana border near White 
Pigeon, Michigan, where it will connect with gas trans- 
mission facilities to be constructed by Consumers (R. 
8522). Part of this gas would be transported for Con- 
sumers through the facilities of Storage Company be- 
tween markets in Consumer’s service area (R. 8523). 
The line from the takeoff point south of Tuscola to the 
Indiana-Michigan state line would be constructed by 
Trunkline, but the cost of such line would be assessed 
entirely to Consumers (R. 8529). 


The price at which Trunkline proposed to sell this 
gas to Consumers was $3.57 per Mef of contract demand 


2 Indeed, it was for the purpose of separate metering that 
the takeoff point was located five miles south of the 
existing junction (R. 63). 
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and 34 cents commodity charge which, at 100 per cent 
load factor, amounted to an average cost of gas to Con- 
sumers of 45.75 cents per Mecf (R. 8527-8). Such price, 
according to Trunkline’s estimates presented on the 
record, would be adequate to cover the entire incre- 
mental cost of Trunkline’s proposed expansion project, 
including the new gas supplies, the new gathering lines, 
the partial looping of Trunkline’s main transmission line, 
and the addition of one compressor (R. 134-5). None of 
the costs, in other words, were to be imposed on existing 
customers of Trunkline or of its parent, Panhandle. 


Trunkline’s application provided that the maximum 
daily contract demand to be sold to Consumers would 
be 100,000 Mcf per day beginning October 1, 1959, in- 
creasing to 125,000 Mcf per day beginning October 1, 
1960, and to 135,000 Mcf per day beginning October 1, 
1961 (R. 8522). The sales of the quantities herein men- 
tioned were to be made pursuant to letter agreement 
between Trunkline and Consumers dated June 25, 1958, 
and a service agreement of the same date, which provides 
for delivery by Trunkline to Consumers of annual in- 
creases of 25,000 Mcf per day up to a maximum of 200,- 
000 Mef per day by October 1, 1963 (Zbid.). The in- 
crease from 135,000 Mcf per day to 200,000 Mef per day 
was not involved in the proceedings here under review; 
to provide the full 200,000 Mcf per day would necessi- 
tate a filing with, and approval by, the Commission of 
additional applications covering these increased volumes 
(Ibid.). 


In the proceedings below Illinois Power did not, nor 
does it now, oppose the granting of the certificate of 
convenience and necessity requested by Trunkline in its 
application. Illinois Power’s paramount interest then, 
as now, was to be assured that Trunkline’s program for 
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recouping its costs—z.e., entirely through the rates at 
which it proposed to sell gas to Consumers—was carried 
out (R. 394). 


C. The Position of the Commission’s Staff, the Presiding 
Examiner’s Decision, and the Opinion and Order of 
Respondent. 

At the hearing it became clear that the Commission’s 
Staff did not concur in Trunkline’s proposal to recoup 
its costs for the incremental investment. Instead, the 
Staff argued that these costs should be allocated on a 
systemwide or rolled-in cost basis among all customers of 
Trunkline and Panhandle. In support of their conten- 
tion, the Staff presented four methods (R. 5489-5522). Its 
method No. 1 was adopted by Respondent in its opinion 
(R. 8529). 


The Presiding Examiner, on the other hand, while 
agreeing that the costs should be rolled in among all 
the customers, could not, under any proposal before him, 
recommend the granting of certificates since the only plans 
on the record—of Trunkline and of the Commission Staff 
—involved the entire 135,000 Mef of gas per day going to 
Consumers. Accordingly, the Presiding Examiner denied 
Trunkine’s application, stating that the proceedings should 
be reopened for the purpose of allowing all of the custom- 
ers of Trunkline and of its parent, Panhandle, to put on 
estimates of requirements in order to participate on 
an equitable basis in the additional volumes to be made 
available (R. 8208-10). 


Respondent, as aforesaid, reversed the Presiding Ex- 
aminer’s decision and adopted essentially the Staff’s posi- 
tion (method No. 1) on the allocation of costs (R. 8529). 
Under this method, unit costs of the new facilities up 
to the takeoff point south of Tuscola are to be computed 
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and allocated on a systemwide basis. Included are all the 
costs of Trunkline’s new gas supply, the new gathering 
facilities, the proposed new mainline loops, and the addi- 
tional compression. The costs of the extension from the 
south-of-Tuscola takeoff point to the Michigan-Indiana 
border are directly assigned to the sales to be served 
through this extension, and are added to the rolled-in costs 
at the south-of-Tuscola takeoff point in determining the 
rates to be paid by Consumers and Michigan Gas (Ibid.). 


Following the entry of Respondent’s Order here un- 
der review, both Trunkline and Panhandle filed applica- 
tions for increases in rates to recoup, in their costs of 
service, the incremental costs of the Trunkline expan- 
sion program. Trunkline Gas Company, Docket No. G- 
19,479, 24 F.R. 7972-3 (1959) (an increase to Panhandle 
of approximately $9,580,000). Panhandle Eastern Pipe 
Line Company, Docket No. G-19,780, 24 F.R. 8866-7 (1959) 
(an increase to Panhandle’s jurisdictional customers, in- 
cluding Illinois Power, of approximately $8,650,000). The 
Trunkline case has not yet been set for hearing; the Pan- 
handle case has gone to hearing at which time Panhandle 
presented its direct case. The hearing is now in recess 
and scheduled to resume on March 1, 1960. 
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STATUTE INVOLVED. 
Natural Gas Act. 
52 Stat. 821 (1938), as amended, 15 U.S.C. § 717 (1958) 


Sec. 4 (a) All rates and charges made, demanded, or 
received by any natural-gas company for or in connec- 
tion with the transportation or sale of natural gas sub- 
ject to the jurisdiction of the Commission, and all rules 
and regulations affecting or pertaining to such rates or 
charges, shall be just and reasonable, and any such rate 
or charge that is not just and reasonable is hereby de- 
clared to be unlawful. 


Sec. 4 (b) No natural-gas company shall, with respect 
to any transportation or sale of natural gas subject 
to the jurisdiction of the Commission, (1) make or grant 
any undue preference or advantage to any person or 
subject any person to any undue prejudice or disadvant- 


age, or (2) maintain any unreasonable difference in 
rates, charges, service, facilities, or in any other respect, 
either as between localities or as between classes of 
service. 


Sec. 5 (a) Whenever the Commission, after a hear- 
ing had upon its own motion or upon complaint of any 
State, municipality, State commission, or gas distribut- 
ing company, shall find that any rate, charge, or classi- 
fication demanded, observed, charged, or collected by any 
natural-gas company in connection with any transpor- 
tation or sale of natural gas, subject to the jurisdiction 
of the Commission, or that any rule, regulation, practice, 
or contract affecting such rate, charge, or classification 
is unjust, unreasonable, unduly discriminatory, or pref- 
erential, the Commission shall determine the just and 
reasonable rate, charge, classification, rule, regulation. 
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practice, or contract to be thereafter observed and in 
force, and shall fix the same by order: * ° °. 


Sec. 7 (e) Except in the cases governed by the pro- 
visos contained in subsection (c) of this section, a cer- 
tificate shall be issued to any qualified applicant there- 
for, authorizing the whole or any part of the operation, 
sale, service, construction, extension, or acquisition cov- 
ered by the application, if it is found that the applicant 
is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions 
of the Act and the requirements, rules, and regulations 
of the Commission thereunder, and that the proposed 
service, sale, operation, construction, extension, or ac- 
quisition, to the extent authorized by the certificate, is 
or will be required by the present or future public con- 
venience and necessity; otherwise such application shall be 
denied. The Commission shall have the power to attach 
to the issuance of the certificate and to the exercise of 
the rights granted thereunder such reasonable terms and 
conditions as the public convenience and necessity may 
require. 
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STATEMENT OF POINTS. 


1. Incremental costs, readily identifiable and incurred 
to provide additional volumes of gas for a single new 
service, should be allocated directly to the customer or 
customers benefiting from that service. Respondent erred 
in allocating to existing customers of Trunkline and its 
parent, Panhandle, a major portion of the incremental 
costs to be incurred in expanding Trunkline’s system ca- 
pacity to sell and deliver additional volumes of gas to a 
single service in Michigan. 


2. Substantial benefits must be conferred on customers 
in order to allocate to them a major portion of the in- 
cremental costs of an expansion program. Respondent 
erred in characterizing as substantial benefits: 


(a) The possibility of existing customers of Pan- 
handle-Trunkline receiving small volumes of gas for 
only a two-year period; 


(b) The possibility of existing customers receiv- 
ing additional volumes of gas from a new and inde- 
pendent expansion program of Trunkline, neither a 
part of, nor proposed in, the record of the pro- 
ceedings here under review; and 


(ec) So-called intangible benefits (not involving 
receipt of additional volumes of gas), incidental to 
the expansion program, for which neither need nor 
requests were shown on the record. 
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SUMMARY OF ARGUMENT. 


This proceeding involves fundamental principles of 
cost allocation by regulatory bodies. The central issue 
is whether customers who get no benefits—in any mean- 
ingful sense—from a pipeline expansion program may, 
as a matter of law, be charged with some of the costs. 


Trunkline, the applicant, sought to expand its system 
by some 135,000 Mcf per day of gas, all of which it pro- 
posed, and has been so authorized by Respondent, to 
sell to a single new customer. Trunkline consistently 
and rightfully allocated all the costs to the beneficiary 
of the expansion—namely, Consumers. Nor did Consum- 
ers or intervenors below take issue with this allocation. 
The Commission Staff, however, took the position that 
only the cost of the new line from south of Trunkline’s 
present terminus to the delivery point to Consumers 
should be assigned directly to Consumers; all other costs 


should be allocated on a systemwide basis among exist- 
ing customers of Panhandle-Trunkline. Respondent 
adopted the Staff’s position. 


In this we believe Respondent erred. It is Llinois 
Power Company’s contention that, as a matter of law, 
no costs of an expansion program can be allocated to 
customers who are not to receive substantial benefits 
from that program. This has been the policy of the 
Commission, as reflected in its reported decisions; we 
have been able to find no case in which costs were allo- 
cated on a systemwide basis when one customer was to 
receive all of the volumes of gas for which the costs were 
incurred. 


Respondent attempted to find certain benefits aceru- 
ing to existing customers that would justify allocating 
costs to them. These are benefits only in a Pickwickian 
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sense. In the first place, Respondent stated that there 
would be some gas available for delivery to existing 
customers of Panhandle-Trunkline prior to October 1, 
1961, when Consumers will for the first time be able to 
receive the entire 135,000 Mcf per day. This is not a 
benefit sufficient to warrant assessing existing customers 
with costs: compared with the total expansion, the quan- 
tities involved are not large—35,000 Mef per day during 
the first year and 10,000 during the second year; there 
is no commitment by Trunkline, or even a proposal, to 
make these quantities available to existing customers if 
Consumers should want to purchase them instead; and 
the availability of these quantities terminates in two 
years. 


In the second place, Respondent purported to find 
benefits that would accrue to existing customers if—at 
some time in the future—Trunkline should completely 
loop its main line and expand its system generally. 
This also is a benefit in only a euphemistic sense: there 
is no proposal in this record of Trunkline to effect such 
an expansion, and there is no indication as to when such 
a proposal might be processed and approved. Such a 
benefit—entirely independent of the proceedings here 
under review, speculative and vague as to time—does 
not justify allocating costs to existing customers in these 
proceedings. If, as and when such an expansion pro- 
gram is filed, processed and approved by the Commis- 
sion, existing customers can then properly be charged 
with their share of the costs, not only for the facilities 
in the future proceedings, but also for their use of the 
facilities heretofore constructed as a result of the certifi- 
cate granted in the proceedings here under review. 


Finally, Respondent purported to find certain intan- 
gible benefits accruing to existing customers of Pan- 
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handle-Trunkline: increased flexibility and reliability of 
the main line, and additional sources of supply. Since 
the record shows neither a history of line breakdowns 
nor lack of needed flexibility or sources of supply, these 
so-called benefits are also illusory. 


Illinois Power had no desire at the hearing—nor has 
it now—of arresting, interfering with, or delaying Trunk- 
line’s expansion program and the deliveries to Consum- 
ers. It simply does not want to pay for facilities it gets 
no benefit from. 


RESPONDENT ERRED IN ALLOCATING A MAJOR 
PORTION OF THE COSTS OF TRUNKLINE’S EXPAN. 
SION PROGRAM ON A SYSTEMWIDE BASIS SINCE 
SUCH EXPANSION PROGRAM CLEARLY IS FOR THE 
SOLE BENEFIT OF A SINGLE NEW SERVICE. 


Respondent, in the Order here under review, adopted 
a method of allocating the costs of Trunkline’s expansion 
program which was recommended by the Commission’s 
Staff as method No. 1. By this method the costs of the 
proposed line from the south-of-Tuscola takeoff point to 
the Michigan-Indiana border were assigned directly to 
the new service, but the costs of the new gas supply, the 
new gathering lines, and the necessary looping and com- 
pression on Trunkline’s main transmission line were 
“rolled in” on a systemwide basis and thereby allocated 
among all customers of Panhandle-Trunkline.* 


* “Under this method, unit costs are computed on a system- 
wide basis (often referred to as the Seaboard Method) 
based on Trunkline’s main transmission system up to 
Tuscola, Illinois. Included in these rolled-in costs are all 
of the costs of Trunkline’s proposed new gas supply and 
its proposed mainline loops. The costs of Trunkline’s 
proposed line extension northeast from Tuscola to the 
Michigan-Indiana border are directly assigned to the gas 
to be served through this extension, and are added to the 
rolled-in costs at Tuscola in determining the rates for 
this gas. The direct assignment of costs beyond Tuscola 
reflects the greater distance over which this gas must be 
transported, and in effect results in the creation of a new 
zone for Trunkline’s sales. Furthermore, since both Con- 
sumers and Michigan Gas will continue to receive a por- 
tion of their system requirements through Panhandle 
(who in turn purchases from Trunkline near Tuscola), 
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Thus, Respondent correctly assigned the costs of the 
new line from the takeoff point to the sole service bene- 
fiting from its construction. But Respondent erroneously, 
we submit, assigned to existing customers of Panhandle- 
Trunkline costs of substantial magnitude‘ necessary to 
acquire and move the additional 135,000 mef of gas per 
day—the entire increment of gas involved in the pro- 
ceedings here under review—from the fields through 
Tronkline’s main transmission system to the south-of- 
Tuscola takeoff point. 


In support of rolling in these incremental costs, Re- 
spondent relied on a “long-standing policy of utilizing a 
systemwide approach in costing and pricing firm service 
for gas delivered and sold from a company’s mainline 


3 (Continued) 

the proposed extension by Trunkline from Tuscola to the 
Michigan-Indiana state line represents an additional link 
in the transportation facilities between Tuscola (which is 
in Panhandle’s Central Zone) and the two customers (who 
are located in Panhandle’s Eastern Zone). The direct as- 
signment of costs beyond Tuscola avoids assessing the 
existing customers of Trunkline with a portion of the 
costs related to the dual transportation facilities devoted 
to service to Consumers and Michigan Gas, and thereby 
reflects a rate zone differential in Trunkline’s rates between 
Trunkline’s two zones.” (R. 8529). 

The amounts of additional costs imposed on existing cus- 
tomers of Panhandle-Trunkline were computed to be in 
the neighborhood of from $2,300,000 to $4,000,000 (if the 
Staff’s computation of Trunkline’s cost of service is used) 
or from $4,300,000 to $6,000,000 (if the cost of service 
employed by Trunkline is used) (R. 1861-64, 5564-78). 
These costs have now been translated into rates by both 
Trunkline and Panhandle in their rate filings. Trunkline 
Gas Company, Docket No. G-19,479, 24 F.R. 7972-73 
(1959); Panhandle Eastern Pipe Line Company, Docket 
No. G-19,780, 24 F.R. 8866-67 (1959). Under these rate 
filings the cost of gas to Ilinois Power will increase about 
8%, or approximately $387,500 annually. 
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facilities, * * *’? (R. 8530). We submit that Respondent 
has misapplied this long standing policy in the case at 
bar and that, in fact, the situation before this Court is 
one where, under Commission decisions and under funda- 
mental principles of public utility law, rolling in of costs 
is peculiarly inappropriate. 


As a theoretical matter, of course, only the costs in- 
curred to render service to a particular customer should 
be allocated to that customer. Where such costs are readily 
assignable and easily identified this is the correct, fair 
and equitable way to proceed. But in most cases it is im- 
practical, if not impossible, to follow this theory be- 
cause one cannot identify which costs benefit which cus- 
tomers and to what degree. The rolling in of costs so as 
to be borne by all customers, accordingly, becomes a 
practical necessity. As the Commission has stated: 


“It is quite obvious that it would be impractical to 
attempt to make rates on an individual basis for each 
of the approximately 200 jurisdictional customers of 
[the pipeline].” United Gas Pipeline Company, 14 
F-.P.C. 353, 395 (1955). 
Therefore, customers receiving like services are grouped 
into categories and are allocated costs on a systemwide 
(or zoned) basis in a uniform manner. 


But fundamental to all theories of allocation of costs 
on a systemwide or group basis is the fact that such costs 
cannot be identified with individual customers or, alterna- 
tively, that all customers shall receive some benefits from 
the facilities for which the costs are incurred. When in- 
cremental costs are rolled in and borne by customers who 
receive no benefit from the additional facilities, the results 
are unduly discriminatory, and violative of Sections 4(a), 
4(b) and 5(a) of the Act, not consistent with the present 
and future public convenience and necessity under Section 
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7(e), and contrary to accepted principles of public utility 
regulation. 


In the case at bar, we submit that Respondent, rather 
than following its long standing policy of utilizing a sys- 
temwide approach in costing and pricing gas, has de- 
parted from its previous practices. 


In Colorado Interstate Gas Company, 19 F.P.C. 1012 
(1958), the Commission’s Staff had contended that all the 
system costs of the pipeline company (including high 
and low costs of gas) must be rolled in to sales to Ama- 
rillo Oil Company. The Commission rejected this conten- 
tion and allocated only the low cost gas to the Amarillo 
sales because Amarillo, having a contractual right to all 
of its requirements from the low cost gas, received no 
benefit from the high cost gas. 


The Commission there stated: 


“Under the circumstances of this case failure to de- 
part from our usual policy of rolling in costs would 
be inequitable and unfair, might impair the financial 
stability of Colorado Interstate, and would discourage 
the company from acquiring additional supplies of 
gas.” Id. at 1022. 


In Montana Power Company, 11 F.P.C. 1 (1952), the 
applicant acquired gas for the sole purpose of supplying 
Anaconda Copper & Mining Company. No other customer 
was to receive more gas by reason of this acquisition, 
even though the new gas would be commingled with the 
gas from its other sources of supply. In allocating the 
cost of this gas to Anaconda alone, the Commission stated: 


“(T]he natural gas ° * * will be used exclusively to 
render service to Anaconda. It is thus appropriate 
that none but Anaconda be required to pay directly 
or indirectly for the costs of construction, operation, 
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maintenance, or depreciation of the facilities required 
to bring the gas into applicant’s system.” Jd. at 9. 


The outstanding example of the Commission’s refusal 
to roll in incremental costs where there were no correla- 
tive benefits—under facts and circumstances almost iden- 
tical to those in the case at bar—was Natural Gas Pipe- 
line Company of America, 12 F.P.C. 708 (1953). In that 
proceeding gas from Texas Illinois Natural Gas Pipeline 
Company (“Texas-Illinois”) became available to Natural 
Gas Pipeline Company of America (‘‘Natural”) for Nat- 
ural’s customers outside of the Chicago area. Natural 
proposed to bill these ‘‘outside” customers, as Trunkline 
had proposed to bill Consumers, at a higher rate. The 
Commission Staff Counsel took the position, as it has in 
the case at bar (R. 1881-2), that: 


“Natural is rendering to all of its customers a single 
service; that all customers of Natural receive a bene- 
fit from Natural’s additional supply of gas; that the 
costs attributable to the purchase of such additional 
gas cannot be ‘exactly’ determined or traced to par- 
ticular customers * * *.” Id. at 712. 


The Chicago companies, customers of Natural, con- 
tended, as Illinois Power does here, that the proposed 
form of rate recognized and measured the actual incre- 
mental costs associated with Natural’s providing addi- 
tional gas to the “outside” customers, and that such cus- 
tomers should pay a rate that reflected the direct benefit 
received by them. They further asserted that under the 
Staff’s proposed ‘‘rolled-in” rate each of the Chicago 
customers would be required to pay higher rates solely 
because of the “‘outside” customers receiving additional 
gas; the Chicago companies, therefore, would be subsi- 
dizing a part of the cost incurred to provide benefits to 
others. 
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In reviewing the equities, the Commission pointed out 
‘the significant fact: 


“The only volume of gas purchased by Natural from 
Texas Illinois is the 81,822 Mcf which Natural buys 
for certain of its customers west of Joliet.” Id. at 
730. 


The Commission, therefore, held that: 


“[A]n overall rolled-in rate would be unduly discrim- 
inatory against the Chicago companies and unduly 
preferential in favor of the ‘outside’ companies, and 
would be unjust, unreasonable and unlawful under 
the Act.” Id. at 719. 


Thus, the Commission has rejected a rolled-in alloca- 
tion of costs under circumstances parallel to those in the 
proceedings herein. The Order here under review, ac- 
cordingly, is contrary to established policy and practice of 
Respondent itself. 


This conclusion—that rolled-in costs are unduly dis- 
criminatory, when such costs can in fact be allocated to 
specifie customers and the benefits stemming from these 
costs redound only to such customers—is one that has 
also found expression in other fora than the Federal 
Power Commission. See, for example, Central Hudson 
Gas & Electric Corp., P.U.R. 1931D 40 (N. Y. Pub. Serv. 
Comm., 1931) ; Montana-Dakota Utilities Co., 1 P.U.R. 3rd 
97, 105 (Mont. Pub. Serv. Comm., 1953). As one writer 
put it, equality of rates, where there is unequal service, 
is as traly discriminatory as unequal rates for equal 
services. Lake, Discrimination by Railroads, 25 N.C.L. 
Rev. 273, 276 (1947). 


Indeed, we should suppose that this principle is funda- 
mental in the law of public utility regulation. Long ago 
the United States Supreme Court decreed that basic to 
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the obligation of a public utility is the principle that the 
utility may not pick and choose which customers it will 
deal with in any particular way. New York & Queens Gas 
Co. v. McCall, 245 U.S. 345, 38 S. Ct. 122 (1917). In 
another case, the United States Supreme Court wrote 
as follows: 


“The primary duty of a public utility is to serve 
on reasonable terms all those who desire the service 
it renders. This duty does not permit it to pick and 
choose and to serve only those portions of the terri- 
tory which it finds most profitable, leaving the re- 
mainder to get along without the service which it 
alone is in a position to give.” United Fuel Gas Co. v. 
Railroad Commission, 278 U.S. 300, 309, 49 S. Ct. 
150, 152 (1929). 


This very language from the United Fuel case has been 
held applicable to Section 7 of the Act. Manufacturers 
Light & Heat Co. v. Federal Power Commission, 206 F.2d 


404, 408 (3rd Cir., 1953). What Respondent has directed 
Trunkline to do, we submit, is in violation of these basic 
principles of utility law: to wit, it has authorized Trunk- 
line to pick and choose customers that it shall serve— 
namely, Consumers and Michigan Gas—and to distribute 
part of the cost of serving those customers to other cus- 
tomers who obtain no benefit from the service. 


It was this fundamental proposition that the Presiding 
Examiner saw clearly when he wrote that the incremental 
costs properly should be rolled in among all existing cus- 
tomers of Trunkline and Panhandle; but at the same time 
he insisted that all customers should be permitted to make 
a showing of their requirements in order to get their 
fair share of the expanded capacity (R. 8209). Although 
Respondent reversed the decision of its Presiding Exam- 
iner, it purported to agree with him that the incremental 
costs should be rolled in (R. 8527). In fact, however, 
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Respondent missed the Presiding Examiner’s point; for 
underlying his conclusion that these incremental costs 
should be rolled in was the major premise that the corre- 
sponding incremental volumes must be made available 
to all existing customers of Panhandle-Trunkline and not 
just to Consumers (R. 8209). This major premise Re- 
spondent—apparently—failed to see. 


The Presiding Examiner’s decision, in other words, was 
simply the obverse side of the coin: viz., costs should be 
rolled in only on the assumption that all customers are 
to receive correlative benefits by way of additional gas. 
With this conclusion Illinois Power is in accord. How- 
ever, the record makes clear that no customers other than 
Consumers and Michigan Gas are to receive on a firm basis 
additional gas authorized in the proceedings here under 
review. 


I. 


RESPONDENT ERRED IN CHARACTERIZING AS 
BENEFITS SUFFICIENT TO JUSTIFY ROLLING IN 
COSTS (i) THE POSSIBILITY OF OBTAINING SMALL 
VOLUMES OF GAS ON A NON-FIRM BASIS FOR A 
TWO-YEAR PERIOD ONLY, (ii) THE POSSIBILITY 
OF OBTAINING ADDITIONAL VOLUMES OF GAS AT 
A FUTURE DATE AND IN ANOTHER PROCEEDING, 
AND (iii) SO-CALLED INTANGIBLE BENEFITS, 
OTHER THAN ADDITIONAL VOLUMES OF GAS, RE- 
SULTING FROM THE CERTIFICATION OF THE NEW 
FACILITIES. 


In an attempt to justify its conclusion that a portion 
of the costs incident to Trunkline’s expansion program 
should be allocated on a systemwide basis, Respondent 
suggested that existing customers of Panhandle-Trunkline 
will receive benefits by way of possible opportunities to 
obtain additional volumes of gas and in the form of so- 
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called intangible benefits resulting from placing the cer- 
tifieated facilities in service. We submit that the record 
does not support this attempted justification. 


A. Existing customers of Panhandle-Trunkline will re- 
ceive no assured additional volumes of firm gas on a 
permanent basis resulting from Trunkline’s expansion 
program here under review. 

As aforesaid, the facilities certificated by Respondent 
in its Order provide for an increase in maximum day 
capacity of Trunkline of 135,000 Mcf, to be delivered to 
Consumers by October 1, 1961 (R. 8522). Pursuant to 
the contract and service agreement between Trunkline and 
Consumers, the scheduling of this increase was 100,000 
Mef per day to be delivered on October 1, 1959; 125,000 
Mef per day to be delivered on October 1, 1960; and the 
full 135,000 Mcf per day on October 1, 1961 (R. 5428, 
5437). From this, Respondent stated there will be in- 
creased quantities (i¢., the amounts that the scheduled 
deliveries fall short of the 135,000 Mcf per day) available 
for other customers of Panhandle-Trunkline (R. 8528). 


In addition, the Staff contended that the Trunkline sys- 
tem would eventually be completely looped, at a relatively 
small additional investment, and that such complete loop- 
ing could result in an increase of Trunkline system ca- 
pacity of some 200,000 Mcf per day over and above the 
135,000 Mef per day involved in the proceeding here 
under review (R. 8528). 


From these two situations, Respondent concluded that 
somehow or other existing customers of Panhandle-Trunk- 
line would become recipients of additional volumes of gas 
resulting from the facilities certificated in the proceedings 
below. 
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1. There is no assurance, nor even a proposal, that 
existing customers of Panhandle-Trunkline will re- 
ceive any volumes of gas from the initial 135,000 
Mcf per day of gas prior to the time that Consumers 
is ready to receive the entire increment. 

Respondent pointed out that Consumers will not receive 
the full 135,000 Mcf per day until October 1, 1961, and 
that the proposed deliveries to Consumers during the 
first two years of operation will not fully utilize the in- 
creased capacity that will result from the partial looping 
of Trunkline’s system (R. 8522, 8529). From this Re- 
spondent concluded that Trunkline will sell increased quan- 
tities of natural gas for two years to its parent, Panhandle, 
under its existing tariff provisions for delivery of excess 
gas. Accordingly, Respondent opined, there is no basis 
to assign all the costs of the partial looping program to 
Consumers (R. 8529). 


Even assuming that in the first and second years Trunk- 
line does purchase from its producers the entire incre- 
ment of 135,000 Mef per day’, there is certainly no evi- 
dence in the record that Trunkline, either by contract or 
by Respondent’s Order, must sell the 35,000 and 10,000 
Mef per day respectively in these years to Panhandle. On 
the contrary, it was the position of Trunkline’s President 
that Consumers, rather than Panhandle, has first call on 


5 Ten per cent of the total system requirements of Trunk- 
line are to be made up by gas to be purchased from 
“minor contract additions and replacements” (R. 97-8). 
These are supplies that Trunkline may, but need not, pur- 
chase from time to time (see R. 116-7, 243-4). It would 
thus appear that Trunkline, not having to deliver the 
full 135,000 Mcf per day to Consumers during the first 
and second years, may choose to acquire less than its 
historic 10 per cent of minor contract additions; accord- 
ingly, Trunkline may well not have any excess gas to sell 
to either Consumers or Panhandle. 
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any such excess gas that may exist during the first two 
years (R. 410, 1402-3). 


It is difficult to reconcile Respondent’s reliance on the 
mere possibility that Panhandle will get some excess gas— 
if Trunkline has it, and if Consumers does not want it— 
with Respondent’s reliance on the Commission’s “long 
standing policy of utilizing a systemwide approach in cost- 
ing and pricing firm service for gas” (emphasis supplied, 
R. 8529-30). Nothing, we submit, could be less firm than 
Panhandle’s possibilities of obtaining these volumes of 
excess gas. In relying on such unpredictable and evanescent 
“benefits”, Respondent is hanging its ease for rolled-in 
costs on a thread of sheerest gossamer. 


Furthermore, even assuming Respondent was correct, 
35,000 Mef per day, at the very most, would be available 
to Panhandle and its customers, and this only for a year; 
for the second year the volumes diminish to 10,000 Mef 
per day; and after that, there will be no gas for other 
customers throughout the duration—i.e., twenty years— 
of the Trunkline-Consumer contract (R. 5439).° Since 
even the possibility of this diminishing supply terminates 
in two years, it is obvious that customers of Panhandle, 
such as Illinois Power, would not be able to attach even 
one additional space heating customer in reliance on this 
gas. This is, at best, a wisp of a benefit and one that cer- 
tainly does not warrant charging customers with a major 
portion of the costs of the expansion program. 


© The contract between Trunkline and Consumers also con- 
templates that the original 135,000 Mcf will be increased 
to a total of 200,000 Mcf per day by October 1, 1963 
(R. 8522). Accordingly, the line from the takeoff point to 
the Michigan-Indiana border was designed for a capacity 
of 200,000 Mcf per day (R. 410, 8529). However, this 
additional 65,000 Mcf was not involved in the proceedings 
here under review, was not relied on by Respondent, and 
would of necessity have to be the subject of further 
certificate proceedings before the Commission (R. 78). 
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2. A mere possibility that at some future time in a new 
proceeding Trunkline may expand its facilities to pro- 
vide additional quantities of gas for Panhandle-Trunk- 
line customers is not a sufficient justification to impose, 
in this proceeding and at this time, a2 major portion 
of the incremental costs involved in the expansion 
program that is the subject of these review proceed- 
ings. 

Respondent makes reference (R. 8528) to so-called evi- 
dence in the record that Trunkline’s proposed looping in 
this proceeding is but a first step in an overall expansion 
program. In the application Trunkline proposed to loop 
approximately 64 per cent of its existing main line (Ibid.). 
From this, the Commission Staff contended that the loop- 
ing of the remaining 36 per cent of the main line could 
increase Trunkline’s capacity by some 200,000 Mef per day 
over and above the 135,000 Mcf per day proposed in the 
expansion proceeding here under review. Respondent 
thereupon concluded that such additional looping—ze., 
the 36 per cent—will provide Trunkline with greatly in- 
creased capacity at a relatively smaller investment and 
will confer “substantial benefits” to the Panhandle-Truank- 
line integrated system (Ibid.). For this reason also, pre- 
sumably—although Respondent does not say this expressly 
—it is proper to charge a portion of the costs of the 
present expansion to all customers of Panhandle-Trunk- 
line. There are three ready and, we submit, dispositive 
answers to this: 


(1) There is no proposal in this record to loop 
the remaining 36 per cent of Trunkline’s main line 
and, even if there were, there is no evidence as to 
when this additional looping might occur or what 
type or design of expansion program it might entail.” 


7 Indeed, Respondent itself stated that “Staff’s contention 
here [as to the additional looping] should not be construed 
as prejudgment of what Trunkline’s design in a future 
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Trankline’s President and its Chief Engineer testi- 
fied that Trunkline may have an expansion program 
some day which will complete the looping process 
(BR. 795-6, 1401-2); if this is true, some of the addi- 
tional volumes could become available to Panhandle 
and its customers.* 


(2) There is no evidence in the record that such 
expanded capacity as is postulated by the Commis- 
sion’s Staff (and impliedly relied upon by Respondent) 
—i.e., 200,000 Mcf per day—can be effected with 
the reserves presently available to Trunkline. In the 
proceedings here under review, Trunkline showed a 
reserve deliverability that Respondent characterized 
as “minimal” (R. 8525). Thus, any expanded capacity 
relying on the reserves now available would bring 
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expansion should be” (R. 8528). It is inconsistent and 


anomalous, we submit, to rely on a mere possibility in 
assessing present costs, and, at the same time, to refuse to 
decide whether that very possibility would receive Com- 
mission approval. 

Illinois Power is advised informally that Trunkline (or 
Panhandle) has now filed with the Commission a new 
expansion program whereby an additional 200,000 Mcf 
per day of gas will be delivered through Trunkline’s facili- 
ties to Panhandle for resale to Panhandle’s customers. 
This filing has not yet been “noticed”, processed or ap- 
proved by the Commission and, of course, it is not a part 
of this record. 

In any event, as Commissioner Kline pointed out in his 
dissent, existing customers of Panhandle-Trunkline would 
never be benefited by the high cost of the gas purchases 
proposed herein, even if the conjectural expansion should 
come to pass, since the entire increment of gas proposed 
herein is dedicated to Consumers (R. 8531). “It is clearly 
unjust and inequitable to attempt to shift the cost of gas 
purchased for Consumers to other customers of Trunkline 
who receive no substantial benefit from it” (Tbid.) 
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Trunkline’s reserve and deliverability life indices be- 
low the criteria demanded by Respondent. And, of 
‘course, in this record there was no showing as to 
reserves other than those needed to support the 
Trunkline-Consumers’ contract. 


(3) Even if such expansion program as the Staff 
postulates should be forthcoming, and even if Trunk- 
line acquires reserves necessary to support this pro- 
gram, one thing is clear: such a future expansion 
program is not a part of the proceedings here in 
issue. We submit that before costs involved in a par- 
ticular certificate proceeding can be assessed to cus- 
tomers, it must be shown on the record in the pro- 
ceeding that these customers will be beneficiaries of 
additional firm quantities of gas. 


Respondent’s position, accordingly, seems to resolve 
itself to the following: because existing customers may, 
at some time in the future, become the beneficiaries of 
additional quantities of gas as a result of some hypo- 
thetical certificate application, they may be assessed, at 
this time in this proceeding, with a portion of the incre- 
mental costs. This, we submit, is fundamentally in error 
and will, until the hypothetical certificate program is a 
reality, result in a complete windfall to Consumers. When, 
as, and if existing customers of Panhandle-Trunkline shall 
at some time in the future become beneficiaries of addi- 
tional volumes of gas, it will be appropriate to impose 
upon them at that time their portion of the additional costs 
(including a proper portion of the facilities involved in 
the proceedings here under review). 
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B. The Commission erred in concluding that existing cus- 
tomers of Panhandle-Trunkline will receive so-called in- 
cidental and intangible benefits sufficient to justify allo- 
cating to such customers a major portion of the costs 
involved in the expansion program. 

Respondent attempted to find other benefits redound- 
ing to existing customers of Panhandle-Trunkline in the 
form of improvements on Trunkline’s system that are 
incidental to the expansion program. In its opinion 
accompanying the Order here under review, Respondent 
wrote as follows: 


“The looping of Trunkline’s main line will result 
in increased reliability of operations by insuring 
continued deliveries in the event of a line failure 
in the looped portion, and will provide greater flexi- 
bility in Trunkline’s operations and service. Also the 
extension of its gathering system and the attach- 
ment of the new gas supply here proposed will not 
only provide reserves not heretofore connected to 
the system but gives Trunkline access to new loca- 
tions from which to bring additional future gas sup- 
plies into its system. These are benefits which will 
accrue to the Panhandle-Trunkline system as an 
integrated whole.” (R. 8528). 


Thus, Respondent seems to be operating on the theory 
that any sort of benefit—no matter how slight, how re- 
mote, or how intangible—incidental to construction of 
facilities or acquisition of additional gas supplies is suf- 
ficient to justify a rolled-in cost allocation method, even 
though the customers among whom the costs are rolled 
in are not to receive any additional volumes of gas. 


Unless there are exceptional circumstances—and the 
record herein is devoid of evidence of such—the “bene- 
fits” that justify allocation of costs on a systemwide 
basis are not an “increased reliability of operations” 
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in event of a line failure, “greater flexibility” in opera- 
tions and service, or “access to new locations” for future 
gas supplies; they are, rather, the receipt of additional 
volumes of gas. Thus, in Panhandle Eastern Pipe Line 
Company, 10 F.P.C. 185 (1951), Panhandle was directed 
to roll in the costs incident to the construction and opera- 
tion of the present Trunkline facilities. In spelling out 
the reasons, the Commission wrote in part as follows: 


“«T Benefit] is apparent because, by each Mcf. of the 
new Trunkline gas which is delivered above the 
Tuscola connection, there is a correlative release of 
pipeline capacity required to satisfy the needs of 
Panhandle’s customers below that point, which re- 
sult, through displacement or substitution, supports 
the finding that there are equal benefits to all cus- 
tomers of Panhandle from the new Trunkline supply 
of gas.’’’ (emphasis supplied) Id. at 192. 


Similarly, in Trunkline Gas Supply Co., 8 F.P.C. 250 
(1949), costs were rolled in by the Commission because 
each customer would have an opportunity to obtain addi- 
tional volumes of gas. 


“(In the Trunkline case] the additional gas supply 
from Trunkline was to be made available to North- 
ern as part of its general gas supply which was 
proposed to be available to all of Northern’s eus- 
tomers on the basis of their increased requirements.” 
Natural Gas Pipeline Company of America, 12 F.P. 
C. 708, 730 (1953). 


The Presiding Examiner in the proceedings here un- 
der review referred to the initial decision in Northern 
Natural Gas Company, 21 F.P.C. 538 (1959), wherein 
service from Northern Natural’s system was to be ex- 
tended from its then terminus in Dubuque, Iowa, across 
the state of Illinois to Joliet, through a line to be con- 
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structed by Northern Illinois Gas Company (R. 8208). 
Northern Natural, pursuant to the certification requested, 
was to deliver 50,000 Mecf per day of gas to Northern 
Illinois, and these volumes were to be transported across 
the state to Northern Illinois’ service area. The costs 
incident to expanding Northern Natural’s mainline facili- 
ties to supply this 50,000 Mcf per day of gas were allo- 
cated on a rolled-in basis among all of Northern Natur- 
al’s customers. Thus far the case seems similar to the 
case at bar. But in the significant particular, the situa- 
tions differ: in the Northern Natural case, all of North- 
ern Natural’s customers were obtaining additional quan- 
tities of gas—i.e., also approximately 50,000 Mef per day 
—from the same certificate proceedings in which the 
additional 50,000 Mcf per day were being made avail- 
able to Northern Illinois, and the same mainline facili- 
ties were being used for both purposes. Accordingly, 


it was appropriate there—as it is not here—to roll in the 
costs among all of Northern Natural’s customers since 
all of Northern Natural’s customers were receiving, or 
had an opportunity to receive, significant volumes of 
additional gas on a firm and permanent basis. 


In the Natural Gas Pipeline Company case referred to 
at pages 19-20 of this Brief, the Commission rejected the 
contentions of Staff Counsel in that case, which were 
identical to those made by the Staff in the proceedings 
here under review: namely, that all customers of Natural 
Gas Pipeline Company would benefit from the new vol- 
umes of gas because there would be greater flexibility 
in Natural’s system and there would be added protection 
in event of line failures. To this the Commission replied 
“nor has Natural had such a history of breakdown as 
would justify giving this possibility any substantial 
effect.” 12 F.P.C. at 718. See also Pennsylvania Power 
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and Light Co. v. Public Service Commission, 128 Pa. 8S. 
195, 215-6, 193 Atl. 427, 436 (1937). 


The same situation obtains in the case at bar. Trunk- 
line has had no history of line failure nor was any at- 
tempt made in the record to show such a history; neither 
has any attempt been made to show on the record a 
need for such so-called added flexibility or such oppor- 
tunities for additional supply. It is inequitable, we sub- 
mit, to charge customers for benefits that they do not 
want and do not need. 


—33— 


CONCLUSION. 


WHEREFORE, in accordance with all of the foregoing, 
Intervenor, Illinois Power Company, respectfully re- 
quests that this Honorable Court reverse the decision 
of Respondent in its Order here under review insofar as 
it prescribes the method of allocating the costs of the 
incremental gas supplies and facilities incident to Trunk- 
line’s expansion program, and remand the proceedings to 
Respondent with directions to modify the said Order so 
as to authorize Trunkline, in accordance with Trunkline’s 
original proposal, to allocate all such costs to the sale 
of incremental volumes of gas to the new service until 
such time as Trunkline shall have filed and processed, 
and Respondent shall have approved, a program pursu- 
ant to which existing customers of Panhandle-Trunkline 
shall be authorized to receive additional volumes of gas, 
through the use of the facilities here in question, on a 
firm and permanent basis. 


Respectfully submitted, 


Intros Power Company, 


By Q. P. DorscHet, 
Roserr 8. Hunt, 
Joun V. GinHooLy, 

Its Attorneys. 


DatisrreaM, ScHirr, Harpin, 
Warre & DorscHEL, 
231 South LaSalle Street, 
Chicago 4, Illinois. 
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Statement of Questions Presented 


In the opinion of intervenors Consumers Power Com- 
pany (“Consumers”) and Michigan Gas Storage Company 
(“Storage Company”), the questions presented are: 


1. Whether the Federal Power Commission (the 
“Commission”) abused its discretion under the Natural 
Gas Act in holding that Consumers should not be required 
to pay the entire incremental cost of an expansion pro- 
gram of Trunkline Gas Company (“Trunkline”) designed 
to provide natural gas service to Consumers, on the 
ground that other customers of Trunkline and of Trunk- 
line’s parent, Panhandle Eastern Pipe Line Company 
(“Panhandle”), to whom Trunkline was selling 90 percent 
of its gas, will derive benefits from the expansion program. 


2. Whether the Commission was within its discretion 
under the Natural Gas Act in holding (a) that the public 
interest would be served by authorization of the Trunk- 
line expansion program designed to relieve Consumers’ 
critical need for gas, and (b) that Battle Creek Gas 
Company (“Battle Creek”) failed to establish the economic 
feasibility of a plan to purchase, during the five winter 
months only, a part of the gas from the proposed project. 
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ARGUMENT: 


I. The Commission's conclusion that other cus- 
tomers of Trunkline and Panhandle would bene- 
fit from the initial Trunkline expansion has 
been proved correct by subsequent events ........ 


. Battle Creek’s unwarranted allegations of “dis- 
crimination” on the part of Trunkline-Pan- 
handle are inadequate grounds for reversing 
the order of the Commission, which was justi- 
fied in finding the Battle Creek proposal to 
receive gas from Trunkline economically un- 
feasible 


Conc.usion 


APPENDIX 


Table of Citations 


Michigan Consolidated Gas Company, Michigan 
Wisconsin Pipe Line Company, American Louisi- 
ana Pipe Line Company v. Federal Power Com- 
mission, D. C. Cir., Nos. 14975, 14976, 14977, 15144 


Panhandle Eastern Pipe Line Company, Docket Nos. 
G-11061, e¢ al., 22 F.P.C. 82 (1959) 

Panhandle Eastern Pipe Line Company, F.P.C. 
Docket No. CP 60-60 (1960) 


Trunkline Gas Company, F.P.C. Docket No. CP 60-22 


Counter-Statement of the Case 


Consumers is a public utility rendering gas service to 
approximately 480,000 customers in the lower peninsula 
of Michigan (R. 156, 1288). Approximately 2,400,000 
people reside in Consumers’ service area, the principal 
cities served being Kalamazoo, Jackson, Lansing, Bay 
City, Saginaw, Flint and Pontiae (R. 156). Storage Com- 
pany is a natural gas company which owns and operates a 
gas transmission system and three gas storage fields in 
Michigan and provides gas service on a cost-of-service 
basis to Consumers, which is its sole customer (R. 156-57). 
Consumers owns 75% of Storage Company’s common 
stock and the remaining 25% is owned by Panhandle, a 
natural-gas pipeline company which also owns all of 
Trunkline’s presently outstanding common stock (R. 156, 
8526). 

Prior to the commencement of the proceeding which is 
here under review, Consumers received practically its 
entire gas supply from Storage Company?, which in turn 
makes all its purchases from Panhandle (R. 156, 195-98). 
This supply by itself proved to be completely inadequate, 
resulting in a tremendous unsatisfied and growing demand 
for space heating gas in Consumers’ service area (R. 158- 
59). By the end of 1958, Consumers had over 127,000 un- 
solicited space heating applications on file which it could 
not accept because of the shortage of gas (R. 1246). In 
addition, the available supply was inadequate to meet the 
requirements of existing customers (R. 159, 211), and 
Consumers estimated that unless an additional supply was 
received in time, it would be necessary to curtail presently 
connected firm industrial loads in 1960, in addition to 
imposing 100 percent restrictions on the attachment of 
any additional loads (R. 161, 1247, 1289-90). 


1._ A relatively minor portion of Consumers’ supply was furnished by produc- 
ing fields in Michigan (R. 156). 


» 
~ 


In an effort to relieve this critical gas shortage, Con- 
sumers, after exploring various possibilities for obtaining 
an additional supply (R. 1272, 1288-89), entered into a let- 
ter agreement (and attached service agreement) with 
Trunkline on June 25, 1958. providing for the delivery to 
Consumers of a maximum daily quantity of 100,000 Mef 
commencing on October 1, 1959, and increasing to 125,000 
Mef by October 1, 1960 and to 135,000 Mef by October 1, 
1961 (R. 159-60, $525).? In order to implement this agree- 
ment, Trunkline, which was previously selling 90 percent 
of its gas supply to Panhandle (R. $526), filed with the 
Commission an application for a certificate of public con- 
venience and necessity authorizing the expansion of its 
system capacity from 375,000 Mef to 510,000 Mef per day 
(R. 8525). The details of Trunkline’s proposed expan- 
sion program, and the contracts made by Trunkline 
with various producers, are summarized in other briefs 
before this Court, and need not be repeated here. Con- 
sumers, which is not subject to the jurisdiction of the 
Federal Power Commission (R. 8526), proposed to take 
delivery of the Trunkline supply at the Indiana-Michigan 
border near White Pigeon, Michigan and transport it to 
its existing facilities via a pipeline of 121 miles to be 
constructed (R. 202). Consumers also proposed to con- 
struct various other pipelines and compressor facilities to 
handle the Trunkline gas, and had obtained the necessary 
authorizations from the Michigan Publie Service Com- 
mission to do so (R. 202-03). 

Consumers intervened in the instant proceeding in sup- 
port of the Trunkline application, and presented evidence 
as to its critical need for all of the gas to be purchased 
from Trunkline (R. 158-61, 210-13, 1246-47, 1289-90). It 
also supported the incremental rate principle advanced by 


2. The letter agreement also provided for annual increases after October 1, 
1961 up to a maximum of 200,000 Mcf per day by October 1, 1963, but these 


deliveries are not involved in the instant proceeding (R. 
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Trunkline, under which Consumers would be charged with 
all costs of service attributable directly to the proposed 
expansion project (R. 8362). Storage Company sought 
authorization from the Commission to use its existing 
facilities to transport for Consumers a portion of the gas 
to be purchased from Trunkline; its application was 
consolidated for hearing and determination with that of 
Trunkline, and was unopposed (R. 8524, 8534). 

Battle Creek, the petitioner in the instant appeal, inter- 
vened before the Commission in support of its proposal 
to purchase, during the months from November through 
March only (a fact not mentioned in Battle Creek’s brief), 
4,000 Mef a day of the Trunkline gas (R. 1455, 1545). 
Battle Creek made it clear that it would not expect to pay 
any demand charge during the seven months of each year 
that it planned to take no gas, and that it expected any 
minimum bill to be based solely upon the volumes which 
it would take during the five winter months (R. 1557). 
Although Battle Creek’s facilities are not directly con- 
nected with those of Trunkline (R. 1545) and Battle Creek 
did not propose to construct such a connection, it took the 
position that the gas it desired to purchase from Trunk- 
line could be transported from Tuscola, Illinois to the 
Battle Creek distribution system through the facilities of 
Panhandle (R. 1456, 1546-47). It admitted that it had 
held no discussions with Panhandle concerning such a 
transportation arrangement (R. 1547), just as it had made 
no request for gas from Trunkline prior to its intervention 
in the instant proceeding (R. 1548). Battle Creek also 
proposed to compensate for the 4,000 Mef a day to be 
taken from Consuners during the winter months by deliv- 
eries of surplus gas to Consumers during Battle Creek’s 
off-peak periods (R. 1456-57), although it “made no com- 
putations as to the cost to Consumers” of storing such 
gas for use the following winter (R. 1553). 


+ 


Illinois Power Company (“Illinois Power”) also inter- 
vened in the proceeding, and while it presented no affirma- 
tive case of its own, asserted that the Commission should 
“‘impose, on the issuance of any certificate, a condition 
that will preclude Trunkline from allocating to Panhandle 
and Panhandle’s existing customers any portion of the 
costs involved in the proposed new facilities’” (R. 8233). 
Consumers opposed Illinois Power's position on the ground 
that such a condition was “inconsistent with the possibility 
that Panhandle and its customers may later share in the 
benefits of a further expansion of Trunkline’s facilities” 
(Reply Brief of Consumers before Presiding Examiner, 
p. 9). 

Both the Presiding Examiner and the Commission found 
that Consumers had a critical need for the gas to be 
purchased from Trunkline (R. 8185-86, 8526-27). The 
Commission, reversing the Examiner, granted the cer- 
tificate to Trunkline but conditioned said certificate 
upon the filing by Trunkline of revised rate schedules 
providing for an average rate at 100 percent load factor 
of approximately 40¢ per Mcf (in contrast to the 45.75¢ 
per Mef proposed by Trunkline) (R. 8530, 8533). The 
rate established by the Commission was based upon a 
method of cost allocation pursuant to which Consumers 
would pay all the costs of Trunkline’s proposed line exten- 
sion northeast from Tuscola to the Michigan-Indiana 
border, and the costs of the new gas supply and the new 
facilities up to Tuscola (ie. the proposed iain line loops, 
gathering lines and additional compression) would be 
“rolled in” among all customers of Trunkline (R. 8532). 
The Commission held that this method of cost allocation 
—somewhere in between the “pure” incremental and 
“rolled-in” methods—was equitable in view of the benefits 
which the instant expansion program would confer upon 
Panhandle and its customers. namely, the enabling of addi- 
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tional expansion of Trunkline’s facilities at a far cheaper 


cost per Mef of capacity than was involved here, the 
delivery to Panhandle for resale to its customers of addi- 
tional quantities of gas at 27¢ per Mef during the first 
two years of operation of the new facilities, and the 
increased flexibility and reliability of service which would 
be realized through the expansion of Trunkline’s system 
(R. 8531, 8535). The Commission agreed with the Exam- 
iner that the proposal of Battle Creek was not shown to 
be economically feasible, as there was no evidence in the 
record that appropriate contractual arrangements had 
been or could be reached, nor any evidence of the costs 
or operating difficulties which the Battle Creek proposal 
would entail (R. 8230-31, 8534). 


Summary of Argument 


The Commission’s conclusion that Panhandle and its 
customers would derive benefit from the instant expansion 
of Trunkline’s facilities, and therefore should be required 
to bear a part of its cost, was based on the belief that 
this expansion would enable Trunkline to make a still 
greater enlargement of its facilities at a far cheaper cost 
per Mef of capacity. Trunkline has now filed for this 
additional expansion, proposing to increase its capacity a 
further 200,000 Mef per day at an estimated cost of ap- 
proximately $45.100,000. This should be contrasted with 
the expense of over $81,000,000 which was entailed in the 
initial expansion of 135,000 Mcf a day undertaken for the 
immediate benefit of Consumers. The second expansion 
of Trunkline will enable it to increase its deliveries to 
Panhandle by 200,000 Mef a day, and Panhandle has also 
filed for authorization to make a related expansion of its 
own facilities and corresponding increases in the quantities 
of gas to be sold to its customers. Even considering the 
full effect of proposed rate increases, Panhandle’s cus- 
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tomers will receive this gas at a price which is lower 
than that which Consumers is paying for the Trunkline 
gas under the Commission's order. Under these cireum- 
stances it is apparent that the Commission’s prediction as 
to the benefits which Panhandle’s customers would enjoy 
from the expansion program which the Commission had 
authorized cannot be deemed erroncous. 

Nor did the Commission err in concluding that author- 
ization of the expansion program of Trunkline would serve 
the public interest, inasmuch as the Commission found 
that Consumers had a critical need for all of the gas to be 
purchased from Trunkline, and the contention that Pan- 
handle-Trunkline favored Consumers and discriminated 
against other customers cannot be sustained, Similarly. 
the Commission was justified in holding that the plan of 
Battle Creek to purchase 4.000 Mef a day of the Trunkline 
gas was economically unfeasible. Battle Creek proposed 
to purchase this gas only during the critical months of 
November throngh March; it was unwilling to pay any- 
thing toward meeting the demand charges on Trunkline’s 
facilities during the remaining seven months of the year: 
it did not offer to construct any facilities to connect its 
service area with the Trunkline system: and it presented 
no evidence as to the feasibility of the use of Panhandle’s 
facilities to transport the gas to be purchased from Trunk- 
line. Moreover, Battle Creek’s plan to deliver surplus gas 
to Consumers during off-peak periods as compensation for 
the gas taken away from Consumers during the winter 
months completely ignored the storage costs and other 
difficulties which Consumers would incur. 


ARGUMENT 


The Commission’s conclusion that other customers 
of Trunkline and Panhandle would benefit from the 
initial Trunkline expansion has been proved correct 
by subsequent events. 


In the proceedings before the Comission, Consumers 
supported the incremental rate on the ground that such a 
method of pricing achieved a fair result in a case where 
the costs of a proposed new gas supply are readily identi- 
liable and only one customer is to derive benefit therefrom 
(R. 8362). However, Consumers also recognized that a 
change in circuinstances, such as a further expansion in 
Trunkline’s facilities resulting in increased deliveries to 
Panhandle, would require that Panhandle and its cus- 
tomers share with Consumers the costs of all additions to 
Trunkline’s capacity (R. 1251-52). The decision of the 
Commission to adopt a rolled-in method of allocating the 
costs south of Tuscola was based in part on the: 


“* © * evidence of record to show that Trunk- 
line’s proposed looping in this proceeding is but the 
first step in an over-all expansion program. Trunk- 
line presently proposes to loop approximately 64 
percent of its existing main line. Staff contends 
that the looping of the remaining 36 percent of the 
main line could increase Trunkline’s capacity by at 
least 200,000 Mcf per day over and above the 
135,000 Mcf proposed here, without having to add 
additional compression. Such additional looping 
will provide Trunkline with greatly increased 
capacity over and above the 135,000 Mef without 
additional compression, and will be even greater 
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with compression. Thus, with a materially smaller 
investment than it proposes here, the Panhandle 
Trunkline integrated system will be able to realize 
substantial benefits” (R. 8531). (Emphasis added.) 


Subsequent events have proved both the accuracy of 
the Commission’s reasoning and the present inapplicability 
of the incremental rate principle which Battle Creek and 
Illinois Power urge this Court to support. The expansion 
program which Trunkline entered upon for the benefit of 
Consumers resulted in an increase in capacity of 135,000 
Mef per day at an estimated cost of $81,458,000 (R. 8525, 
8527). As a result of this initial expansion, Trunkline on 
February 2, 1960 filed an application with the Commission 
(Docket No. CP 60-22) to expand its system capacity an 
additional 200.000 Mcf per day at an estimated cost of 
only $45,100,000 (App. hereto, pp. 5a, 7a).? This additional 
expansion, for which no new compression engines will be 
required (App. hereto, p. 6a), will enable Trunkline to 
increase the maximum daily quantity of gas to be sold to 
Panhandle from the presently contracted volume of 
345,000 Mef to 545,000 Mef (App. hereto, p. 5a). Trank- 
line proposes to install the necessary facilities so as to 
provide the additional quantities of gas no later than 
November 1, 1960 (App. hereto, p. 6a). 

On the basis of this new expansion plan of Trunkline, 
Panhandle on March 14, 1960 filed in Docket No. CP 60-60 
for Commission approval of an expansion program of its 
own designed to increase its certificated peak day capacity 
by approximately 400,000 Mcf per day (App. hereto, 
p- 16a). This enlargement of Panhandle’s main line 
facilities will enable it to take delivery of the additional 
200,000 Mef per day from Trunkline, plus another 200,000 
“3, A copy of Trunkline’s application is reprinted in the appendix to this 
brief at pp. la-1 


4. A copy of Panhandle’s application is reprinted in the appendix to this 
brief at pp. 13a-27a. 
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Mef per day from other sources (App. hereto, pp. 17a- 
18a). Panhandle also seeks authorization to sell these 
additional quantities of gas to 42 existing resale customers, 
including Illinois Power and Battle Creek®, each of which 
has indicated a need for and a desire to purchase the 
increased volumes (App. hereto, pp. 17a, 20a, 21a). Pan- 
handle proposes to construct the new facilities in time to 
provide service during the 1960-61 winter season (App. 
hereto, p. 22a). 

It is thus readily apparent how the existing customers 
of Panhandle have benefited and will benefit from the 
initial expansion program of Trunkline, which enabled 
the relatively cheap second expansion Trunkline now pro- 
poses to undertake in order to increase deliveries to Pan- 
handle by 200,000 Mef per day. In view of these facts, 
the Commission’s conclusion that. Panhandle and its cus- 
tomers should bear a part of the cost of the initial 
expansion because they would derive benefits therefrom 
was obviously correct and should be sustained by this 
Court. 

Moreover, it may be noted that. under the Commission’s 
order, the average rate which Consumers is paying for 
the Trunkline gas at 100 percent load factor is approxi- 
mately 40¢ per Mcf (R. 8533). It is apparent that the 
present customers of Panhandle who will receive addi- 
tional gas from Panhandle as a result of the new Trunk- 
line-Panhandle expansion. specifically including Illinois 
Power (which is served under Panhandle’s G-2 Rate 
Schedule) and Battle Creek (served under G-1 Rate Sched- 
ule), will pay less per Mef than Consumers is paying for 
the Trunkline gas under the Commission’s order, even 
assuming that Panhandle sells such gas at the rates which, 
according to its expansion application, it anticipates it will 
S. Panhandle Proposes to increase the winter contract demand of Illinois 


Power from 100,853 to 140,000 Mef per day, and that of Battle Creek from 
23,500 to 30,000 Mcf per day (App. hereto, pp. 20a, 21a). 
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be required to charge (App. hereto, p. 22a).° Illinois 
Power and Battle Creek take the position that Consumers 
should be saddled with an even greater share of the over- 
all costs of the Trunkline-Panhandle expansion by insist- 
ing that Consumers pay 45.75¢ per Mef for its new gas 
supply rather than the Commission-approved rate of 
40¢ per Mef.? There is no justification for such an inequi- 
table cost allocation, and surely the Commission did not 
abuse its discretion in refusing to make such an allocation. 

Finally, Consumers would like to correct the inference 
in the brief of Illinois Power that the Commission’s treat- 
ment of the Trunkline rate in the order under review has 
made it necessary for Trunkline to file for an annual rate 
increase of $9.580.000 (Br. Ill. Power, p. 8). The record 
shows that any such conclusion is completely erroneous. 
The rate which Trunkline proposed to charge Consumers 


6. The rate which Panhandle proposes to charge under its G-2 Rate Sched- 


ule when the new facilities are completed is a commodity charge of 23.3¢ per 
Mef and a monthly demand charge of $2.68 per Mcf (App. hereto, p. 27a). 
The proposed rate under its G-1 Rate Schedule is a commodity charge of 26.5¢ 
ber Mcf and a monthly demand charge of $2.99 per Mcf (App. hereto, p. 
27a). 

Panhandle’s Form 2 Report for 1938, as filed with the Commission, shows that 
Illinois Power purchased a total of 17,074.579 Mcf from Panhandle during 
1958, and that the stm of the monthly billing demands for that_year_ was 683,343 
Mef. The corresponding figures for Battle Creek are 4,564,128 Mef and 
179,600 Mcf. These figures are the latest on file with the Commission. If the 
proposed Panhandle rates are applied to these quantities, the average coxt per 
Mcf for Illinois Power will be 34.0¢ and average cost per Mef for Battle 
Creek 38.3¢. 

The Panhandle application also shows that, during the first year of expanded 
operations, Panhandle plans to sell 88,333,600 Mcf to customers served under its 
G-2 Rate Schedule (including Illinois Power) at a cost of $32,562,700 (App. 
hereto, p. 26a). The average cost per Mcf for these customers will thus be 
36.9¢. Panhandle also plans, during its first year of expanded operations, to 
sell 149,074,400 Mef to customers served under its G-1 Rate Schedule (including 
Battle Creek) at a cost of $57,229,100 (App. hereto, p. 26a). The average 
cost per Mef for G-1 customers will thus be 38.4¢. 

Thus, under either of two alternative methods of computation, both Illinois 
Power and Battle Creek will be paying less per Met after the Panhandle 
expansion than the 40¢ per Mef which Consumers is being charged for the 
Trunkline gas pursuant to the Commission's order. And under a recent filing, 
the Trunkline rate to Consumers would be increased to 43.4¢ per Mcf. See 
note 7 infra. 


7. It may be noted that on March 2, 1960, Trunkline filed with the Commis- 
sion an application for a rate increase under which Consumers would pay 43.4¢ 
per Mcf for the gas received from Trunkline at 100 percent load factor. (The 
commodity charge would increase from 30¢ to 31.8¢ per Mcf and the monthly 
demand charge from $3.05 to $3.54 per Mcf.) Trunkline requested that this 
increase go into effect on April 2, 1960. 
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was 45.75¢ per Mef. The Commission found that the cor- 
rect rate should be 40¢ per Mef and that the balance 
should be made up by the other customers of Trunkline. 
The difference of 5.75¢ in the price multiplied by the 
annual volume made available from the present expansion 
of 49,275,000 Mef results in an amount of approximately 
$2,822,000. which is far less than the $9,580,000 increase 
which Trunkline has requested. 


II 


Battle Creek’s unwarranted allegations of “dis- 
crimination” on the part of Trunkline-Panhandle are 
inadequate grounds for reversing the order of the 
Commission, which was justified in finding the Battle 
Creek proposal to receive gas from Trunkline 
economically unfeasible. 


Battle Creek complains bitterly before this Court of a 
“clear case of exploitation” and “discrimination” against 
Panhandle’s customers resulting from the alleged plot of 
Panhandle and Trunkline to serve Consumers and neglect 
other customers of Panhandle (Br. Battle Creek, p. 8). 
Similarly, Battle Creek charges the Commission erred in 
holding that its plan to purchase, during the five winter 
months only, 4,000 Mef a day of the Trunkline gas was 
not economically feasible. The record shows that both of 
these contentions are untenable. 

As to the “discrimination” against other Panhandle 
customers, the fact is that, of all the Panhandle customers, 
only two—Battle Creek and Michigan Gas Utilities 
Company (“Michigan Gas”)—intervened in the instant 
proceeding and presented evidence as to their need 
and desire for the Trunkline gas destined for Con- 
sumers (R. S534). Moreover, Michigan Gas was awarded 
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the supply which it requested (R. 3535), and Battle Creek’s 
proposal was found economically unfeasible (R. 8534). 
It is apparent that the rest of Panhandle’s customers who 
needed additional gas were content to await the outcome 
of the abandonment and allocation proceedings in Docket 
No. G-11061 (review of which is now pending before this 
Court)* and further expansion of the Panhandle-Trunk- 
line system, rather than seek a portion of the more ex- 
pensive gas available from the initial Trunkline project. 
Moreover, the charge that Panhandle has neglected the 
needs of its other customers can hardly be sustained. By 
vigorous prosecution of its abandonment case against 
Michigan Consolidated Gas Company, Panhandle has 
sought to make available 127,000 Mef a day for its other 
eustomers®; by modernizing its compressor engines at a 
cost of over $6,000,000, it has made available for allocation 
an additional 30,000 Mef a day®: and it now proposes to 
embark upon a major expansion program of 400,000 Mef 
a day in connection with the related expansion of 
Trunkline. Of course Battle Creek, which here com- 
plains of “discrimination”, will be among the recipients of 
the additional gas supply resulting from these actions on 
the part of Panhandle.’? Indeed, under Panhandle’s new 
expansion program Battle Creek’s winter contract demand 
from Panhandle will be increased to 30,000 Mef per day 
(App. hereto, p. 20a), which by itself is more than suffi- 
cient to meet Battle Creek’s estimated peak day require- 
ments of 28,943 Mcf for the 1960-61 winter (R. 5464). 


8. Michigan Consolidated Gas Company, Michigan Wisconsin Pipe Line Com- 
pony. American Louisiana Pipe Line Company v. Federal Power Commission, 
C. Cir, Nos. 14975, 14976, 14977, 15144. 


9. See Panhandle Eastern Pipe Line Company, Docket Nos. G-11061, ct al., 
22 F.P.C. 8&2 (1959). 


10. For example, Battle Creck’s witness testified that the Company had re- 
ceived a letter of intent from Panhandle to deliver an additional 4,000 Mcf a day 
from November through March in the event of a favorable decision in the 
abandonment proceedings (R. 1455). 
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Consumers presented evidence in the instant proceeding 
to show the critical need of its service area for all of the 
gas which would be available from the Trunkline project. 
Both the Examiner and the Commission found, and Battle 
Creek does not deny, that “the public need and market 
requirements for natural gas in Consumers’ service area 
are critical and that Consumers has a need for the gas 
which it has contracted to purchase from Trunkline * * *” 
(R. 8527). Under these circumstances, the charge that the 
Commission abused its discretion in authorizing the Trunk- 
line project and failed “to consider the publie interest in 
the broad sense” (Battle Creek Br., p. 6) is totally un- 
warranted. 

Consumers would also point out that the new facilities 
of Trunkline and Consumers necessary to carry out the 
expansion program authorized by the Commission have 
been substantially completed as of this date at great cost 
to both parties (Battle Creek having made no attempt to 
obtain a stay of the Commission order), and it would be 
unconscionable at this point and under these circumstances 
to force a redistribution of the additional Trunkline gas 
supply. 

Turning to the specific proposal of Battle Creek to pur- 
chase 4,000 Mef per day of the Trunkline gas during the 
months from November through March, we -would first 
point out that Battle Creek’s alleged critical need for this 
gas is severely tempered by the impact of the new Pan- 
handle expansion program, under which Battle Creek will 
receive an additional 6,500 Mcf per day from Panhandle 
during these winter months (App. hereto, p. 20a). More- 
over, the record in the instant proceeding shows that Battle 
Creek took the position it would not expect to pay any 
demand charge during the seven months of the year that it 
planned to take no gas from Trunkline (R. 1552, 1555, 
1557). In other words, Battle Creek proposed to take gas 
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during the crucial winter months only under a rate sched- 
ule predicated upon year-round firm service. Equally 
unfeasible was Battle Creek's proposal to return the 4,000 
Mef per day, which would be taken away from Consumers 
during the five winter months, by the delivery to Consumers 
of surplus gas which was available to Battle Creek in off- 
peak periods under its contract with Panhandle. This 
amounted to a proposal that Consumers utilize the storage 
facilities at its disposal to provide a peaking service for 
Battle Creek, which did not offer to pay anything for the 
use of such facilities or give any consideration to the cost 
to Consumers of storing Battle Creek’s surplus gas for 
use the following winter. Moreover, Battle Creek pre- 
sented no evidence on the economic feasibility of receiving 
gas from Trunkline through use of the Panhandle facili- 
ties, and made no offer to construct facilities to connect 
its service area with the Trunkline system. 

In contrast to Battle Creek, intervenor Michigan Gas 
did present an economically feasible plan for obtaining 
gas from Trunkline and received such gas without objec- 
tion from Consumers or Trunkline (R. 8232). Not only 
did Michigan Gas offer to purchase 6,000 Mef per day 
throughout the year (rather than solely during the winter 
months), but it also proposed to construct an 18 mile 
lateral to connect its existing facilities with the terminus of 
the proposed Trunkline extension near White Pigeon, 
Michigan (R. 8535). Moreover, it presented evidence as 
to the feasibility of its proposed line in terms of its cost 
and adequacy to transmit the gas from Trunkline (R. 
8535). 

Thus the record shows that the Commission committed 
no abuse of discretion in holding that the proposal of 
Michigan Gas for receiving gas from Trunkline was shown 
to be economically feasible, and that of Battle Creek was 
not. 


CONCLUSION 


The Commission’s order of May 22, 1959 in Docket 
No. G-15394 should be affirmed. 


Respectfully submitted, 


Witiiam C. CHAN LER, 
Lawrence «A. Baker, 
Wisturop, Stimson, Putyam & Roserts, 
40 Wall Street, 
New York 5, N. Y., 
James B, FaLaHrE, 
212 West Michigan Ave., 
Jackson, Michigan, 


Attorneys for Intervenors 
Consumers Power Company and 
Michigan Gas Storage Company. 


Mareh 21, 1960. 
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UNITED STATES OF AMERICA 


Berore THE Feperat Power Commission 


[1] In the Matter of l 
Docket No. Ci? 60-22 


Trunkuixe Gas Compaxy § 


APPLICATION FOR A CERTIFICATE OF PusLic CONVENIENCE 
AND NECESSITY 


‘Trunkline Gas Company (Trunkline) hereby makes 
application pursuant to and in accordance with Section 7 
of the Natural Gas Act, as amended, and the rules and 
regulations of the federal Power Commission thereunder, 
for a certificate of public convenience and necessity author- 
izing the construction and operation of certain facilities 
hereinafter described and the sale of gas therefrom to 
Panhandle Kastern Pipe Line Company (Panhandle) and 
io the City of Rensselaer, Indiana (Rensselaer), and the 
City of iXnox, Indiana (Knox). As grounds for and in 
support hereof, Trunkline respectfully states as follows: 


IL. 


The exact legal name of Trunkline is Trunkline Gas 
Company. Trunkline is a corporation organized and exist- 
ing under the laws of the State of Delaware, with its 
principal place of business at Houston, Texas. 
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Il. 


The name. title and mailing address of the persons to 
whom all communications and pleadings concerning this 
application are to be [2] sent are as follows: 


W. W. Prior, Vice President 
Trunkline Gas Company 

P. O. Box 1642 

Houston 1, Texas 


William C. Keefe, Secretary 
Trunkline Gas Company 
120 Broadway 

New York 5, New York 


Raymond N. Shibley 
Patterson, Belknap & Farmer 
1000 Vermont Avenue 
Washington, D. C. 


Attorneys 
Ii. 


Trunkline is a natural gas company engaged in the 
business of purchasing, transporting and selling natural 
gas in interstate commerce under authority granted by and 
subject to the jurisdiction of the Commission. Trunkline’s 
transmission system extends from the sources of its supply 
in the States of Texas and Louisiana through the States 
of Arkansas, Mississippi, Tennessee, Kentucky and Ilinois 
to its present terminus at Tuscola, Illinois, where the 
major portion of the gas so transported is delivered to 
Panhandle. ‘Trunkline is presently installing additional 
loop line facilities, authorized in Docket No. G-15394, and, 
upon completion, will make large volume sales to Con- 
sumers Power Company (Consumers) at a new principal 
terminus near Vistula, Indiana on the Indiana-Michigan 
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state line. Trunkline also sells gas to some twenty 
distributors serving communities along the route of its 
transmission system. 

IV. 

[3] By this application. Trunkline requests authorization 
to expand its certificated capacity from 510,000 Mef per 
day to 710,000 Mcf per day for the purpose of increasing 
its sales to Panhandle, and to. initiate sales for resale to 
the City of Rensselaer and the City of Knox. 


Vv. 


Trunkline commenced service to Panhandle in 1951 
pursuant to authorization granted in Docket No. G-882. 
In 1955, pursuant to authorization granted in Docket No. 
G-8664, Trunkline expanded its system capacity, increasing 
its sales to Panhandle to the presently contracted volume 
of 345,000 Mef per day. 


Panhandle has advised Trunkline of Panhandle’s inten- 
tion to increase the volumes of gas to be supplied to its 
customers for the purpose of meeting the rapidly growing 
requirements of its markets. Trunkline has agreed to 
supply Panhandle with substantial additional quantities 
of gas, and to increase the maximum daily quantity to be 
sold by Trunkline to Panhandle to 545,000 Mef. Such 
authority is requested herein. 


VI. 


Trunkline has also agreed, subject to Commission 
authorization, to commence service to Rensselaer and 
Knox. 

Rensselaer is a community in northwestern Indiana, 
having a population of approximately 6,000. No natural 
gas is available to residents of Rensselaer at the present 
time. On the basis of estimates supplied by [4] Rensselaer 
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that customer will require 2,000 Mef per day in order to 
meet its third year peak day requirements. 

Knox is a community in north central Indiana, having a 
population of approximately 3,600. No natural gas is 
available to the residents of Knox at the present time. On 
the basis of estimates supplied by Knox that customer will 
require 1,800 Mef per day in order to meet its third year 
peak day requirements. 

By this application, Trunkline requests authority to 
commence service to Rensselaer and Knox, both of which 
will be Small General Service customers. 


Vil. 


In order to increase its certificated capacity from 510,000 
Mef per day to 710,000 Mef per day, Trunkline proposes 
to install 252.0 miles of Main Line Loop and approxi- 
mately 140.0 miles of supply lateral, together with com- 


pressor station yard piping loop, measurement facilities, 
communication facilities and other appurtenant equipment, 
all of which are more fully described in the exhibit hereto. 
No additional compressor engines will be required for this 
expansion program. 


VIII. 


The additional quantities of gas to be made available 
from this expansion program will be required to meet 
requirements during the 1960-1961 winter period. Trunk- 
line proposes to install the necessary facilities so as to 
provide the additional quantities of gas on or before 
November 1, 1960. 

IX. 


[5] If the certificate authorization requested herein is 
issued by the Commission in time to permit installation of 
the facilities during the coming summer, the cost of the 
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proposed expansion is estimated to be $45,100,000, as more 
fully shown in the exhibits attached hereto. 

Trunkline proposes to finance the total cost of the 
project by the sale of $10,000,000 in common stock, and 
by the issuance of $35,000,000 in long-term securities, The 
long-term securities will consist of $27,000,000 in bonds 
and $8,000,000 in preferred stock. 

The common stock will be sold to Trunkline’s corporate 
parent, Panhandle Eastern Pipe Line Company, which 
owns all of Trunkline’s presently outstanding common 
stock. Initially Trunkline may defer the bond financing 
and raise the equivalent amount through short-term bank 
loans. Trunkline anticipates no difficulty in selling on 
favorable terms the long-term securities proposed herein. 

A more detailed description of Trunkline’s proposed 
financing plan, together with schedules showing the cash 
flow reflecting the expenditures and the sale of the pro- 


posed securities are set forth in Exhibit L, attached hereto. 


X. 


In addition to the gas reserves shown by Trunkline in 
support of its recent expansion in main line capacity, 
authorized in Docket No. G-15394, Trunkline has obtained 
substantial gas reserves not previously [6] relied upon. 
Such additional reserves are comprised of the quantities 
obtained through execution of new gas purchase contracts, 
as well as the quantities which have become available 
through the amendinent of prior contracts. Moreover, 
up-to-date estimates of reserves committed to Trunkline 
under prior contracts have confirmed the fact that addi- 
tional reserves are also available from those sources. 

All of the new gas purchase contracts, and amendments 
to prior contracts are attached hereto as Exhibit H-5. 
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The aggregate of recoverable gas reserves presently 
available to Trunkline under gas purchase contracts 
already executed, is 4.50 trillion cubic feet (including 
minor contract additions and replacements), as shown by 
Exhibit H, attached hereto. This gas supply is more than 
adequate for Trunkline’s presently authorized facilities, 
and is entirely adequate to meet the requirements which 
will be imposed upon Trunkline upon the completion of the 
expansion program for which authorization is requested 
herein. Moreover, Trunkline’s present system traverses 
virtually the entire length of the producing area of the 
Gulf Coast. Trunkline’s proposed project will further 
extend its supply laterals into new, important and highly 
productive areas in the Gulf Coast area. Not only does 
there exist a substantial quantity of presently uncommitted 
gas reserves in the area traversed by Trunkline’s aug- 
mented system, but also, the entire Gulf Coast area is in 
a stage of active development, and additional reserves are 
continually becoming [7] available to Trunkline both in 
existing and in new fields. As the Commission has previ- 
ously recognized, Trunkline holds a geographic position 
well suited for contracting additional gas reserves, as its 
future needs may require. 


XI. 


Trunkline has been advised that the independent pro- 
ducers which have recently entered into contracts to 
supply additional quantities of gas to Trunkline, will file 
with the Commission applications for the necessary 
authorizations. 


XO. 


Sales to Panhandle, including the increased volumes 
proposed herein, will be made under the P-1 rate schedule. 


fe 
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It is not Trunkline’s present intention to increase its 
resale rates above those which will be on file with the 
Commission at the time of the commencement of the 
service for which authorization is sought herein. The 
Commission is aware that, as a result of Trunkline’s pre- 
vious expansion, involved in Docket No. G-15394, it has 
been necessary for Trunkline to file increased rates and 
charges. At the time such action was taken, the Commis- 
sion required Trunkline to withhold a portion of the rate 
increase pending the filing by Trunkline’s suppliers, of 
increased rates which became applicable as a result of 
price rises in producing areas of Texas and Louisiana. 
It is contemplated that Trunkline’s rates, involved in 
Docket No. G-19479, presently on file with the Commission, 
as adjusted to include the portions of [8] the rate filing 
which were withheld, will be adequate for the proposed 
service. 

However, inasmuch as Trunkline does not have, at the 
present time, a rate schedule applicable to Small General 
Service customers located in Zone 2 of its system, it will 
be necessary for Trunkline to provide a Small General 
Service rate schedule for sales to Rensselaer and Knox, 
whose contract demands are 2,000 Mef and 1,800 Mef per 
day, respectively. An initial rate schedule (SG-2) for these 
sales is included in Exhibit P. together with an explana- 
tion thereof. 


XIII. 


Panhandle has advised Trunkline that it is presently 
preparing, and shortly will file with the Commission, an 
application for a Certificate of Public Convenience and 
Necessity authorizing increases in its main line capacity, 
and increases in the quantities of gas Panhandle is 
authorized to sell to the distributors which it serves. With 
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the exception of Panhandle’s certificate application, and 
the certificate applications of certain of the producers with 
which Trunkline has executed gas purchase contracts, no 
other application to supplement or effectuate Trunkline’s 
proposal herein must be filed by Trunkline. or any other 
person, with regulatory bodies. 
XTY. 

£9] Prompt processing of Trunkline’s application and 
early authorization of the facilities and sales proposed 
herein will be needed in order to meet the schedule neces- 
sary to provide increased quantities of gas for the 1960- 
1961 heating season. A full 6-month construction period 
following such authorizations will be required to obtain 
the necessary rights-of-way and materials. to let the neces- 
sary construction contracts. and to complete the construc- 
tion involved in this expansion. Moreover. the contracts 
between Trunkline and the producers with which Trunk- 
line has recently contracted, provide for possible cancella- 
tion if said certificates are not received within a relatively 
short time. It is imperative, therefore, that consideration 
by the Commission he given to this application at the 
earliest possible time. Accordingly, Trunkline respectfully 
requests that the Commission issue notice of Trunkline’s 
application herein in the near future, and that the matter 
he expedited both in the hearing and ultimate decision. 


XV. 


Wuererore, Trunkline Gas Company requests that the 
Commission issue a Certificate of Public Convenience and 
Necessity in accordance with the provisions of Section 7 
of the Natural Gas Act, [10] authorizing (a) the con- 
struction and operation of the facilities involved herein: 
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(b) the increased sales and new sales for resale proposed 
by Trunkline herein: and (¢) such other authorization, if 
any, as may be appropriate. 


Respectfully submitted. 


TRUNKLINE Gas Company 


s/ W. K. Saxpers 
By 


W. K. Saxvers. President 


Le.axp F. CapENHEAD 
Trunkline Gas Company 
P. O. Box 1642 
Houston 1, Texas 


Parrersox, BELKNar & Farmer 
1000 Vermont Avenue 
Washington 5, D. C. 


Wittiam C. KEEFE 
120 Broadway 
New York 5, New York 


Attorneus for Trunkline Gas Company 
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VERIFICATION 


Tae State or TEXas 
Cousty oF Harris 


W. K. Sanvers, being first duly sworn, states that he is 
President of Trunkline Gas Company; that he is author- 
ized to execute this Verification; that he has read the 
above and foregoing Application for a Certificate of Public 
Convenience and Necessity and is familiar with the con- 
tents thereof; that all allegations of fact therein contained 
are true and correct to the best of his knowledge and 
belief. 


s/ W. K. Sanxpers 


Subscribed and sworn to before me this 29th day of 


January, 1960. 


s/ Exste Dei 


Notary Public in and for 
Harris County, Texas. 


My Commission expires June 1, 1961. 
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UNITED STATES OF AMERICA 


Berore THE FreperaL Power CoMMISSION 


In the Matter of 


PaNHanvLe Eastern Pree Luxe Compayy j 


Docket No, CP 60-00 


APPLICATION FOR A CERTIFICATE OF PuBLIC CONVENIENCE 
AND NECESSITY 


Patterson, BeLKNaP anv Farmer, 
1000 Vermont Street, N. W. 
Washington 5, D. C., 


Baxer & Danicts, 
$10 Fletcher Trust Building, 
Indianapolis 4, Indiana, 
Attorneys for Panhandle Eastern 
Pipe Line Company. 


Filing Date: March 14, 1960 


l4a 


UNITED STATES OF AMERICA 


BerorE THE Fepera Power CoMMIssIoN 


[1] In the Matter of 


PaNnHaNpLe Eastern Pree Lrxye Company 


_ No. CP 60-60 


APPLICATION FOR A CERTIFICATE OF Pusiic CONVENIENCE 
AND NECESSITY 


Panhandle Eastern Pipe Line Company (“Panhandle”) 
hereby applies for the issuance of a certificate of public 
convenience and necessity authorizing the construction and 
operation of certain facilities as hereinafter described. 

In support hereof, Panhandle respectfully shows: 


I 


The exact legal name of applicant is Panhandle Eastern 
Pipe Line Company. 


i 


Panhandle is a corporation organized and existing under 
the laws of the State of Delaware and has its principal 
office at 1221 Baltimore Avenue, Kansas City 5, Missouri. 
Panhandle owns and operates an integrated natural gas 
pipeline system situated in the states of Texas, Oklahoma, 
Kansas, Missouri, Illinois, Indiana, Ohio, and Michigan, 
and is a natural gas company as defined in the Natural 
Gas Act. 


II 


Panhandle produces gas from extensive leasehold 
acreage located in the states of Texas, Oklahoma, and 
Kansas, and purchases natural gas [2] produced in those 
states. Its pipeline system extends from Texas to its 
northern termini in Michigan. In connection with the 
operation of its pipeline system, it owns and operates 
facilities appurtenant thereto and is engaged in the trans- 
portation and sale of natural gas in interstate commerce 
(a) for resale for ultimate public consumption for domes- 
tie, commercial, industrial, and other uses, and (b) directly 
to industries and others for their own use. 


IV 


Panhandle’s service has been duly authorized by “grand- 
father” and “non-grandfather” certificates of public con- 
venience and necessity issued by the Commission. 


v 


All communications and pleadings in respect to this 
application are to be sent to each of the following: 


Patrerson, BELKNAP AND FARMER 
1000 Vermont Street, N. W. 


Washington 5, D. C. 


PANHANDLE Eastern Pire Liye Co. 
1221 Baltimore Avenue 

Kansas City 5, Missouri 

Baxer & Danieis 


810 Fletcher Trust Building 
Indianapolis 4, Indiana 


PaNHANDLE Eastern Pree Love Co. 
120 Broadway 
New York 5, New York 


VI 


By this application Panhandle seeks to increase its cer- 
tifieated peak day capacity by approximately 400,000 MCF 
per day, as a result of the following: 


(a) The construction and operation of approxi- 
mately 330 miles of 30” and 38 miles of 26” main 
line loop, representing the commencement of Pan- 
handle’s fourth main pipeline. 


[3] (b) The construction and operation of 36,700 
horsepower, to be installed in various existing com- 
pressor stations on Panhandle’s main line. 


(c) The construction and operation of lateral line 
facilities to be installed at various points along 
Panhandle’s main line. 


(d) The construction and operation of additional 
measuring facilities and the expansion of existing 
measuring stations at various points along Pan- 
handle’s main line. 


(e) As a part of this expansion program, it will 
also be necessary for Panhandle to construct and 
operate approximately 300 miles of gathering lines, 
varying from 4” to 16” and to augment its measur- 
ing and dehydration facilities. 


Panhandle requests authorization to increase its sales 
to the extent set forth in the supporting data attached 
hereto, and to provide gas for such customers as Panhandle 
may seek to serve during the pendency of this application. 


vit 
Panhandle has recently distributed 157,000 MCF per day 
of gas among its resale customers, as authorized by the 


Commission’s July 19, 1959 Order in Docket Nos. G-11061 
and G-18144. The present expansion program is being 
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undertaken for the purpose of supplying the increasing 
requirements of such resale customers. 

Panhandle has discussed with its resale customers their 
future requirements of natural gas, and has agreed to 
provide such requirements. as indicated in the tabulation 
set forth in Exhibit N-1.5, attached hereto. Each of such 
customers has expressed its desire to purchase the [4] 
additional volumes of gas from Panhandle. and has agreed 
to do so ax soon as the additional quantities of gas can be 
made available. 


VII 


This application presents to the Commission a balanced 
program involving the expansion of Panhandle’s main line 
facilities, and also the increase in Panhandle’s purchases 
from its pipeline supplier, Trunkline Gas Company. Trunk- 
line hax recently filed at Docket No. CP60-22 and is pres- 
ently prosecuting its application to increase its certificated 
rapacity from 510,000 MCF per day to approximately 
710,000 MCF per day for the principal purpose of supply- 
ing large additional volumes of gas to Panhandle, which is 
Trunkline’s largest customer. 

3y this application Panhandle requests authority to sell 
in interstate commerce additional quantities of gas to be 
made available through the expansion of its main line 
facilities and also through the increased purchases of gas 
from Trunkline. 

In addition to the increased volumes of gas to be made 
available by Trunkline, Panhandle has entered into con- 
tracts with independent producers. which, together with 
existing supplies, provide assurance that Panhandle can 
make the increased deliveries of gas for which it seeks 
authority herein. In addition, Panhandle has the ability 
to develop and connect substantial quantities of its own 
produced gas, the effect of which would be to lessen the 
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cost of supplies to Panhandle’s resale customers and to the 
ultimate consumers which they serve. 

The gas reserves. shown in the data attached hereto, 
exclusive of Trunkline’s supply, aggregate approximately 
8.7 trillion eubic feet. £5] Panhandle’s gas supply pro- 
vides a reserve life index of more than 26 years, and is 
adequate to permit the sales for which authorization is 
sought herein. 

Moreover, 2s Panhandle has repeatedly emphasized, the 
reserves available for this expansion can be substantially 
augmented by vigorous exploration for and development of 
company-produced gas. Panhandle is willing to undertake 
such a program, and to make additional quantities of 
company-produced gas available to its customers if it is 
wiven the assurance of equitable pricing. Inasmuch as the 
commodity value which Panhandle seeks for its own gas 
is substantially lower than the cost of purchases from other 
producers, the ultimate cost of this expansion program can 
be lessened by the substitution of produced gas for pur- 
chased gas. 


IX 


The proposed increase in main line capacity, for which 
authorization is sought herein, involves the construction 
and operation of the following facilities: 


Loop 
Line Cost 


1. 38.8 miles 26” pipeline at Hansford Loop $ 2.875,000 


2, 48.08 miles 30” pipeline between Pan- 
handle’s Liberal Compressor Station and 
its Greensburg Compressor Station 4,355,000 


51.34 miles 30” pipeline between Pan- 
handle’s Greensburg Compressor Station 
and its Haven Compressor Station 4,609,000 


58.42 miles 30” pipeline between Pan- 
handle’s Haven Compressor Station and 
its Olpe Compressor Station... 6,096,000 
50,88 miles 30” pipeline between Pan- 
handle’s Olpe Compressor Station and 
its Louisburg Compressor Station 5,017,000 
31.29 iniles 30% pipeline between Pan- 
handle’s Louisburg Coinpressor Station 
and its Houstonia Compressor Station .... 2,965,000 
33.65 miles 30” pipeline between Pan- 
handle’s Houstonia Compressor Station 
and its Centralia Compressor Station .... 3,306,000 
22.81 miles 30% pipeline between Pan- 
handle’s Centralia Compressor Station 
and its Pleasant Hill Compressor Station 2.137.000 
22.62 miles 30” pipeline between Pan- 
handle’s Pleasant Hill Compressor Sta- 
tion and its Glenarm Compressor Station 2.336.000 
14.68 miles 30” pipeline between Pan- 
handle’s Tuscola Compressor Station 
and its Montezuma Compressor Station 1,427,000 


$35,123,000 


CoMPRESSORS 


Station Additional Compression Cost 


Liberal 8.000 Horsepower $ 2,070,000 
Greensburg 5.000 Horsepower 1,387,000 
Haven 3,400 Horsepower 971,000 
Olpe 3,400 Horsepower 1,053,000 
Louisburg 3,500 Horsepower 1,056,000 
Houstonia 3.400 Horsepower 980,000 
Centralia 5,000 Horsepower 1,388,000 
Pleasant Hill 2,500 Horsepower 825,000 
Glenarm 2,500 Horsepower 1,100,000 


$10,830,000 


wh: 


os 


a 


on 
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In addition to laterals estimated to cost $2,051,000 and 
measuring facilities estimated to cost $275,000, Panhandle 
proposes to install gathering [7] facilities in the amount of 
$5,860,000. Together with an allowance for contingencies 
and interest during construction, the total cost of the 
program is estimated to be $59,120,000. 


x 


Panhandle proposes to finance this expansion through 
the issuance of debentures to be sold through under- 
writers. In addition to the expenditures required for the 
facilities outlined in the preceding paragraph, Panhandle 
proposes to purchase additional common stock of Trunk- 
line, in connection with Trunkline’s current expansion 
program. Accordingly, it is anticipated that $65,000,000 
of debentures will be sold by Panhandle. Panhandle has 
been advised by representatives of underwriting firms, 
that such a debenture issue is entirely feasible. 


XI 


Panhandle proposes to distribute approximately 380,000 
MCF of increased winter contract demand among 42 
existing resale customers as follows: 


Winter Contract Demand 
Resale Customer Proposed Present Increase 


Battle Creek Gas Company 30,000 23,500 
Central Illinois Elec. & Gas Co. .. 14,105 8,649 
Central Illinois Light Company 185,000 135,458 
Central Illinois Public Service Co. ........ 94,000 53,833 
Central Indiana Gas Company 140,000 118,900 
Central States Natural Gas Co., Ine. .... 2,700 2,400 
Citizens Gas & Coke Utility $5,000 65,000 
Citizens Gas Company 10,700 10,082 
Citizens Gas Co. of Hannibal 14,000 13,000 
Citizens Gas Fuel Company 9,000 7,900 


Winter Contract Demand 


Resale Customer Proposed Present Increase 


East Ohio Gas Company, The 35 120,000 65,000 
im fulton, City of a i 6,500 500 
m,Greenfield Gas Company, Inc. .. ho 5,800 3,500 

Illinois Power Company 100,853 39,147 

Indiana Gas Distribution Corp. 

» General Service Pte Ao 9,000 8,600 400 

Small General Service 1,999 1,600 399 

Thdiana Gas & Water Company, Ine. 78,000 63,700 14,300 

Kokomo Gas & Fuel Company 36,000 28,100 7,900 

Macon, City of 1,999 1,400 599 

Michigan Gas Utilities Company 30,000 23,700 6,300 

Missouri Power & Light Company 45,000 43,800 1,200 

Missouri Public Service Company 21,421 15.500 5,921 

Missouri Utilities Company 25,000 19,900 5,100 

i i 950 850 100 
3,800 3,369 431 

Northern Indiana Fuel & Light Co.. Ine. 8,000 5,950 2,050 

Northern Indiana Public Service Co. ..... 79,000 60,550 18,450 

Ohio Fuel Gas Co., The 

* Limited Service ; 70,000 30,000 

Small General Service 100 200 

Ohio Gas Company : 18,000 4,000 

Ohio Valley Gas Corporation sath ; 7,200 800 

Pendleton Natural Gas Company 1,975 

Pittsfield, City of , 3,255 

Pleasant Hill, Village of 518 82 

Richmond Gas Corporation 12,400 2,400 

Riverton, Village of 429 171 

ossville, Village of | 357 

Southeastern Michigan Gas Company .... 21, 18,700 

Toledo Edison Company, The : 1,050 


Waverly, City of 950 
Westville, Village of 


287 
377,513 
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Panhandle also proposes to provide related increases in 
contract demands for the non-winter months. 


AI 


There are attached hereto, pro forma statements for the 
first three years of operations of the proposed facilities, 
of estimated sales and revenues related to classes of 
service and customers, together with annual operating 
expenses. 

A cost of service study relative to the new facilities and 
a system wide cost of service study are also submitted 
herewith. Such studies indicate that the installation of the 
new facilities and other increases in cost which [9] would 
be experienced in any event, will require rates somewhat 
higher than those presently on file with the Commission. 

There is attached hereto a statement of the rates which 


Panhandle anticipates it will be required to charge for 
gas when the new facilities are completed, unless savings 
ean be effected through substitution of company-produced 
gas for purchased gas, or through increased deliveries. 


xT 


Despite the distribution of 157,000 MCF of the peak 
day supplies, at the commencement of the 1959-1960 winter 
period, Panhandle’s resale customers will have a need for 
substantially greater quantities of gas during the 1960- 
1961 winter period. Therefore, Panhandle proposes to 
construct the facilities for which authorization is sought 
herein in time to pxovide service during the coming winter. 
Although it is apparent that Panhandle’s resale customers 
and the state cegulatory agencies having jurisdiction 
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thereof can be expected to support the early and favorable 
disposition of this application, the proposed time schedule 
cannot be met, and the public interest will suffer, if ex- 
traneous participation is permitted. Panhandle respect- 
fully requests the Commission to act with dispatch in 
granting the authorizations sought herein. 


XIV 


It is submitted that the public convenience and necessity 
permit and require the issuance of the certificate of public 
convenience and necessity authorizing the construction and 
operation by Panhandle of the facilities proposed in this 
application. 

The construction and installation of the proposed facili- 
ties will enable Panhandle to meet increased requirements 
of its customers, including especially their residential and 


commercial requirements. 


XV 


£10] As indicated in the foregoing, Trunkline has already 
filed its application in Docket No. CP60-22, for authority 
to increase its system capacity from 510,000 MCF per day 
to 710,000 MCF per day for the principal purpose of pro- 
viding gas for the instant expansion. With that exception 
no application to supplement or effectuate the proposals 
made herein need be filed by Panhandle, or any other 
party, with any other regulatory body. 


Wuererore, Panhandle requests that the Commission 
issue a certificate of public convenience and necessity pur- 
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suant to Section 7 of the Natural Gas Act, authorizing the 
construction and operation of the facilities for which 
application is made herein. 


Respectfully submitted, 


PaNHANDLE Eastern Pree Lrve 
Company 


/s/ F. H. Rosrxsox 


Vv 
F. H. Robinson. Vice President 


Parrerson. Betknap & FarMER 
1000 Vermont Avenue, N. W. 
Washington 5, D. C. 


Barer & DanieEts 
810 Fletcher Trust Building 
Indianapolis, Indiana 
Attorneys for Panhandle Eastern 
Pipe Line Company 
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District or Cotumsta, ss. 


F. H. Robinson, being first duly sworn, upon his oath 
says that he is Vice President of Panhandle Eastern Pipe 
Line Company, and that he has executed the foregoing 
document for and on behalf of said company with full 
power and authority so to do: that he is familiar with the 
contents thereof; and that the matters and things therein 
set forth are true and correct to the best of his informa- 
tion, knowledge and belief. 


/s/ F. H. Rostxson 
F. H. Robinson 


Subscribed and sworn to before me, a Notary Public in 
and for the District of Columbia, this day of 
February, 1960. 


/s/ GENEVIEVE M. Foreman 


Genevieve M. Foreman 
Notary Public 


My Commission expires 
August 31, 1962. 
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[Exhibit P-1 Page 1 of 1] 
PANHANDLE EASTERN PIPE LINE COMPANY 


STATEMENT or tHE: Rates to pe Cuarcep Upox 
CoMPLETION OF THE ProposED FACILITIES 


Monthly Charges 
per Mef 


Rate Schedules and Zones Form of Rate Demand Commodity 


(1) 


General Service 
G-1—Eastern Zone 


G-2—Central Zone Demand—Commodity 
G-3—Western Zone 


BRIEF OF INTERVENOR. 
MICHIGAN GAS UTILITIES COMPANY 


IN THE 


United States Court of Appeals 


For tHE District oF Couvateta Cmemr.,,, . 
es | 
LED har wae 
No. 15,368 “" MAR ob 1960 
PER iia 33 


| 
BattLe CREEK Gas ComPaxy, Petitioner CLER; 


v. 
| 
FerperaL Power ComMIssIon, R espondent 


On Petition for Review of An Order of the 
Federal Power Commission 


Tuomas F. Ryay, Jr. 

GaLLacHeER,| Conyor & Botanp 
821 Fifteenth Street, N. W. 
Washington 5, D. C. 

Attorney for Michigan Gas 
Utilities Company 
March 21, 1960 | 


Prrss or Byron S. Apams, WASHINGTON, D. C. 
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QUESTION PRESENTED 


Was it reversible error for the Federal Power Commis- 
sion to refuse to order an interstate pipeline to sell gas 
to a distribution company (1) where the distribution com- 
pany proposed a preferential winter service not available 
to other customers of the pipeline and (2) where there was 


no showing that it would be economically feasible for the 
pipeline to render such service? 


Question Presented. 


Introduction 
Summary of Argument 
Argument 


I. The Commission’s Action in Denying Battle 
Creek’s Request for a Gas Supply was Proper .. 


TI. The Commission Fully Considered All Evidence 
Presented by Customers of Trunkline and Its 
Affiliate, Panhandle 


Conclusion 


TABLE OF CITATIONS 
FeperaL Power Commission Cases: 
Tennessee Gas Transmission Company, 21 FPC 70, 


Carolina Natural Gas Corp., et al., 10 FPC 469, 512 
Shenandoah Gas Co., 


SraTures: 


Natural Gas Act of 1938, as amended, 
15 U.S.C. § 717-717w: 
Sections 4(b) 
7(a) 


IN THE 


United States Court of Appeals 


For tHe Disrricr or Cotumsia Circurr 


No. 15,368 


-___— 


Battte Creek Gas Company, Petitioner 
v. 


FeEpERat Power ComMIssion, Respondent 


On Petition for Review of An Order of the 
Federal Power Commission 


BRIEF OF INTERVENOR, 
MICHIGAN GAS UTILITIES COMPANY 


INTRODUCTION 


In the opinion and order here under review, the Federal 
Power Commission, acting pursuant to Section 7 of the 
Natural Gas Act, authorized Trunkline Gas Company to 
construct and operate additional pipeline facilities and to 
sell natural gas to Consumers Power Company, a new 
customer. As a condition to this authorization, the Com- 
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mission ordered Trunkline to sell gas to Michigan Gas 
Utilities Company, also a new customer. 


In addition to the proposed purchaser, Consumers, six 
customers of Panhandle Eastern Pipe Line Company, an 
affiliate and customer of Trunkline, intervened in the pro- 
ceedings before the Commission. Of these six, only two— 
the petitioner, Battle Creek Gas Company and Michigan 
Gas Utilities—presented evidence in support of requests 
for gas from the proposed expansion of Trunkline. 


As noted, the Commission granted the request of Michi- 
gan Gas Utilities. The Commission denied the request of 
Battle Creek on the ground that Battle Creek had not 
presented a feasible proposal. It is primarily from this 
latter action that Battle Creek has appealed and to which 
the instant brief of Michigan Gas Utilities will be directed. 


SUMMARY OF ARGUMENT 
I 


The Commission was correct in denying the request by 
Battle Creek for a ‘‘reservation”’ of a gas supply from the 
expanded facilities of Trunkline. Battle Creek desired to 
buy gas from Trunkline only during the winter months. 
No such service has ever been offered to any customer by 
Trunkline or its affiliate, Panhandle, the present supplier 
of Battle Creek. Thus, the request by Battle Creek was 
for a preferential and discriminatory service contrary to 
the provisions of Section 4(b) of the Natural Gas Act. 
Further, there was no attempt to show that it would be 
feasible for Trunkline to render a winter peaking service. 
In fact, because neither Trunkline nor Panhandle has 
underground storage facilities, the rendition of a winter 
peaking service by those two pipelines would not be feasible. 


I 


The Commission considered all of the evidence presented 
by intervenors requesting a supply of gas. The Commis- 
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sion is not required to independently determine whether 
any of Trunkline’s or Panhandle’s other customers, who 
presented no evidence in the proceeding, might desire to 
receive additional gas. Battle Creek itself recognized that 
the Commission was not concerned with the requirements of 
any customers who did not request gas in the proceeding; 
rather, the Commission was properly concerned only with 
the showings of the two customers who presented evidence 
in the Commission proceeding. 


ARGUMENT 
L 


THE COMMISSION'S ACTION IN DENYING BATTLE CREEK'S 
REQUEST FOR A GAS SUPPLY WAS PROPER 


Battle Creek proposed to buy up to 4,000 Mef of gas per 
day from Trunkline during the five winter months of 
November, December, January, February and March (R. 
1455). It wanted no gas during the remaining seven months 
of the year and would not pay for the installed pipeline 
capacity during those months (R. 1557). Under its theory, 
this summer capacity and the gas that could be transported 
through it would be available to Trunkline’s proposed 
customer, Consumers, during the seven summer months. 
However, no evidence was ever offered to show that Con- 
sumers wanted such gas in the summer, could sell such 
gas in the summer or had the underground storage capacity 
to take such gas in the summer. In short, no arrangements 
were made for the use of, or payment for, the idle pipeline 
capacity of Trunkline during the seven summer months. 


In essence, Battle Creek wanted a preferential service. 
It wanted a service which was not and had never been 
available from Trunkline or its affiliate, Panhandle, to any 
customer. Under such circumstances, it was incumbent 
upon Battle Creek to show that the rendition of such a 
service was appropriate and economically feasible for 
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Trunkline and Panhandle to render.’ Not even an attempt 
at such a showing was made. 


In fact, because of the nature of the Trunkline and Pan- 
handle systems, the rendition of such a winter peaking 
service would be uneconomic. The Commission has au- 
thorized the rendition of winter peaking services by long- 
line transmission companies, such as Trunkline and Pan- 
handle, only where the pipeline has available underground 
storage facilities located close to its market area. Because 
of this storage capacity, the pipeline has available sales 
capacity in the winter months in excess of its year-round 
pipeline capacity. Thus, it may be feasible in some in- 
stances for a pipeline to render a winter service through 
utilization of its storage capacity. Even in such circum- 
stances, the Commission has found that the rendition of a 
winter peaking service may be preferential and discrimi- 
natory and may fail to utilize the storage facilities in the 
most appropriate manner. See Tennessee Gas Transmis- 
sion Company, 21 FPC 70, 79-81 (1959). 


The plain facts in this case are that neither Trunkline 
nor Panhandle has underground storage capacity. Both 
of these companies must have year-round pipeline capacity 
to carry their gas to the market areas. Consequently, in 
order to recover their costs of service, these companies 
must charge rates which apply to service during the entire 
year and the customers must pay those rates during the 
entire year. These economic facts are in direct conflict 
with the proposal of Battle Creek.? Thus, the Commis- 
sion was fully correct in stating (R. 8534): 


1If such a service were to be rendered, it would have to be made available 
to all of Trunkline’s and Panhandle’s customers, not just Battle Creek. 
Natural Gas Act, Section 4(b). As the record herein shows, Michigan Gas 
Utilities also would have preferred a winter peaking service (R. 1488). 
However, recognizing that it could not show the feasibility of rendering 
such a service, its proposal was predicated on purchase under the standard 
demand and commodity year-round service being offered. 


2It should be noted that Panhandle has filed an application to serve the 
requirements of its customers, including Battle Creek, under Panhandle’s 
regularly available year-round service. Docket No. CP 60-60. 
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“The examiner rejected Battle Creek’s request for 
a reserved allocation of Trunkline’s gas. He found 
that Battle Creek has made no showing that it is 
economically feasible for Trunkline to render service 
to it, or that it is economically feasible for Battle 
Creek to buy gas for five months of the year under a 
rate schedule for year-round firm service, as it here 
proposes. He also found that there is no proof in the 
record that appropriate contractual arrangements 
have been or could be reached, or any evidence of the 
costs or the operating difficulties associated with the 
delivery of the gas to Battle Creek. We agree with 
these findings and with the examiner’s conclusion that 
Battle Creek’s request for gas in this proceeding musi 
be denied.’” 


In contrast to the proposal of Battle Creek was the pro- 
posal of Michigan Gas Utilities which was granted by the 
Commission. Michigan Gas Utilities presented evidence 
showing its compelling need for additional gas supplies 
(R. 5467-75). It showed to the Commission that it would 
build an 18-mile transmission line to pick up the gas from 
Trunkline, that this proposed line was adequate to handle 
the volumes of gas to be purchased and that the cost of the 
line was reasonable and readily financeable (R. 1491-92: 
1494-95). And, unlike the proposal of Battle Creek, it 
showed that it was willing and able to purchase the gas 
under Trunkline’s proposed rates or such other rates for 
year-round service as the Commission might in its judg- 
ment prescribe (R. 1488). The Commission, therefore, 
made the following findings which are fully supported by 
the record (R. 8535) : 


“The examiner found that Michigan Gas’ proposed 
line is financeable, that it is adequate to transport the 
gas from Trunkline, and that its cost is reasonable. 
He found, too, that Michigan Gas has a compelling need 
for this additional supply of gas. The record supports 
these findings of the examiner: and we conclude, as 
he did, that Trunkline should be ordered to establish 
physical connection of its proposed facilities with the 
proposed facilities of Michigan Gas, and to sell and 
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deliver up to 6000 Mef per day to Michigan Gas at the 
terminus of its proposed facilities near White Pigeon 
under the revised rate schedules prescribed by this 
order.’ 


In its brief, Battle Creek takes no issue with the Com- 
mission’s findings of lack of feasibility of its proposal. 
Rather, Battle Creek states that the Commission should 
have ‘‘reserved’’ an allotment of gas from the Trunkline 
expansion until Battle Creek could complete the links in 
the chain by filing an application under Section 7(a) of the 
Natural Gas Act to require Panhandle to transport the 
gas to its present delivery point. This argument com- 
pletely misses the point. The die had been cast by Battle 
Creek when it proposed only a winter peaking service. 
It could never prove the feasibility of rendering a winter 
peaking service by Trunkline and Panhandle no matter 
how many applications it filed against Panhandle. Thus, 
Battle Creek was requesting the Commission to require 
Trunkline to hold pipeline capacity in a state of limbo 


while Battle Creek was given the opportunity to prosecute 
an application for service which was clearly uneconomic— 
an obviously futile and wasteful request. 


The two Commission precedents cited by Battle Creek are 
of no help to its position. In Carolina Natural Gas Corp., 
et al., 10 FPC 469, 512, Frederick Gas Company, for whom 
an allotment of gas was reserved, had proved the feasi- 
bility of its proposed distribution system. The gas which 
it would buy would be purchased under the regularly 
available service of the supplying pipeline. It needed only 
to file an application and show the financeability of its 
proposed transmission line. In Shenandoah Gas Co., 
FPC , the feasibility of Shenandoah’s total project 
was proved; the only question remaining was whether the 
pipeline supplier had sufficient capacity to render the 


1 Under Section 7(e) of the Natural Gas Act, the Commission may attach 
only reasonable conditions to certificates of public convenience and necessity. 
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service. Again, regularly available service would be 
rendered by the pipeline. In neither case cited by Battle 
Creek was there a reservation by the Commission where 
the customer attempted to obtain a special, preferential 
service which was not feasible for the pipeline to render. 


IL 


THE COMMISSION FULLY CONSIDERED ALL EVIDENCE 
PRESENTED BY CUSTOMERS OF TRUNKLINE AND ITS 
AFFILIATE, PANHANDLE 


Insofar as Battle Creek is concerned, the real issue before 
the Commission was whether Trunkline should be ordered 
to reserve gas for Battle Creek for the winter service 
requested by it. The issue was not whether other com- 
panies, who did not present any evidence, might wish to 
receive additional gas supplies. This was expressly rec- 
ognized by Battle Creek’s counsel during the hearings 
before the Commission: 


‘We are not concerned with any increased require- 
ments of any customers who have not participated in 
these proceedings. Only two of us are here seeking 
an allocation... .°’ (R. 1470) 


However, in an effort to distract attention from the 
deficiencies of its own request for gas, Battle Creek 
now argues that the Commission has somehow sanctioned 
‘exploitation’? and “‘discrimination’’ against the other 
customers of Panhandle, Trunkline’s affiliate and customer. 
The basis for this claim is Battle Creek’s belief that these 
other customers of Panhandle might have been able to use 
additional gas supplies and should have shared in the gas 
supply made available by Trunkline’s expansion. 


The basic difficulty with Battle Creek’s argument is that 
the other customers of Panhandle about whom Battle Creek 
appears to be concerned showed no desire to obtain addi- 
tional supplies of gas in the Commission proceeding. 
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Battle Creek and five other customers of Panhandle’ 
petitioned to intervene in the proceeding before the Com- 
mission. Recognizing the corporate relationship between 
Trunkline and Panhandle, the Commission permitted these 
companies to intervene and to participate fully. Of these 
six customers of Panhandle, only two—Battle Creek and 
Michigan Gas—chose to present evidence that they needed 
additional supplies of gas. The other customer-intervenors 
presented no evidence, despite a full opportunity to do so. 


The proposition which Battle Creek advances is that 
the Commission must independently determine whether 
each and every customer of Panhandle would like to have 
additional supplies of gas before it can issue a certificate 
to Trunkline to expand its facilities. We submit, however, 
that the customers of Panhandle must be presumed to be 
capable of protecting their own interests as were Michigan 
Gas Utilities and Battle Creek in this case. We submit, 
further, that Battle Creek has correctly summarized the 
issue in its own brief (p. 11): 


*-The conclusion is inescapable that the public interest 
in this ease can only be served by conditioning any 
authorization for the expansion of Trunkline’s facilities 
to permit allocations of gas to all customers in the area 
proposed to be served seeking such allocations pro- 
vided of course the Commission finds that in each 
instance the public convenience and necessity so re- 
quires.’’ (Emphasis supplied). 


This is exactly what the Commission did in this case when 
it considered the merits of all evidence submitted by inter- 
venors and, on the merits, conditioned the authorization 
to Trunkline by granting the requested gas service of 
Michigan Gas Utilities and denying the request of Battle 
Creek. 

1 Michigan Gas Utilities, Citizens Gas Fuel Company, Illinois Power Com- 
pany, Central Illinois Light Company and Central Tlinois Publie Service 
Company. 
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CONCLUSION 


The Commission’s order properly denied Battle Creek’s 
request for a preferential service which was not feasible 
for the pipeline supplier to render. It is respectfully sub- 
mitted, therefore, that the order should be affirmed. 


Respectfully submitted, 


Tuomas F. Ryan, Jr. 

GaLLaGHER, Connor & Botanp 
821 Fifteenth Street, N. W. 
Washington 5, D. C. 

Attorney for Michigan Gas 
Utilities Company 
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IN THE 


United States Court of Appeals 


FOR THE DISTRICT OF COLUMBIA CIRCUIT 


No. 15,368 


Batrie Creek Gas Company, Petitioner 
ILuinois Power Company, Intervenor 
v. 


FeperaL Power Commission, Respondent 
TRUNKLINE Gas Company, Intervenor 
Consumers Power Company, Intervenor 

Micuican Gas Storace Company, Intervenor 

Micuican Gas Urmirtes, Intervenor 


On Petition for Review of an Order of the Federal 
Power Commission 


REPLY BRIEF OF PETITIONER 
BATTLE CREEK GAS COMPANY 


Petitioner, Battle Creek Gas Company (sometimes here- 
inafter referred to as Battle Creek), relies primarily upon 
its main brief wherein the facts of the case involved in the 
above-entitled proceeding now before this Court, were 
cogently set forth, and the principles of law supporting 
Petitioner’s position were enumerated. 
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As intimated by Respondent’s brief and those of the 
Intervenors, certain events subsequent to the filing of the 
Petition for Review have rendered moot Battle Creek’s 
attempt to acquire an allocation of natural gas in this pro- 
ceeding. Additional gas has been made available to Peti- 
tioner although the continued availability of this supply 
is contingent upon presently pending court review (Pet. 
Br. 8 fn 1.) In addition, both Trunkline Gas Company 
(hereinafter referred to as Trunkline) and its parent, 
Panhandle Eastern Pipe Line Company (hereinafter re- 
ferred to as Panhandle) have filed applications for certifi- 
cation of expansion programs which, if authorized, will 
provide Battle Creek’s current requirements.’ However, 
Petitioner would have been negligent in the pursuance of 
its obligations to the publie which it serves, had it failed 
to press its suit for additional gas supplies in the earliest 
proceeding wherein increased supplies were to be made 
available in its locality. 


The fact that Petitioner’s supply deficiency has been 
ameliorated by changed circumstances does not cure the 
other two points raised in the Petition for Review. Battle 
Creek continues its objection to Respondent’s failure to 
zive the ‘‘close serutiny’’ demanded by the courts where 
corporate affiliation exists, Mississippi River Fuel Corp. v. 
F.P.C.. 102 U.S. App. D.C. 238, 252 F. 2d, 619, cert. den. 
355 U.S 904, thereby approving preferential service by a 
pipeline company subject to its jurisdiction In addition, 
Battle Creek objects to being saddled with additional costs 
which were incurred for the sole benefit of the one selected 
customer. 


I 


Respondent, Federal Power Commission, (sometimes 
hereinafter referred to as Commission), completely ignores 
the fundamental question of error raised by Petitioner: 


1Cf. Appendix, Brief of Intervenors, Consumers Power Company and 
Michigan Gas Storage Company. 


” 
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Whether the authorization of service by a natural-gas 
company to a selected preferential customer at pre- 
scribed rates is an abuse of the Federal Power Com- 
mission’s statutory authority under the Natural Gas 
Act. (Pt. Br. fly leaf) 


Respondent casts its argument on the propriety of the 
use it made of its conditioning authority (Resp. Br. I). It 
baldly asserts that ‘‘Battle Creek * * * (did) not raise any 
question with respect to the propriety of the Commission’s 
issuance of a certificate to Trunkline’’ (Resp. Br. 3). 


Petitioner briefed this very point before the Examiner 
and in its exceptions agreed with the Examiner’s decision 
that the project as proposed by Trunkline to serve a single 
preferred customer is contrary to the public interest. 


The point was raised in Battle Creek’s Application for 
Rehearing before the Commission, in its Petition for Re- 
view and it was briefed as the first and most important 
argument. 


Intervenor, Michigan Gas Utilities (hereinafter referred 
to as Michigan Gas) infers that Petitioner does not have 
the right to raise the issue because it involves other cus- 
tomers of Trunkline and its parent, Panhandle. True, it 
is the responsibility of the Commission to protect the pub- 
lic interest. Where, as here, however, the Commission 
permits and approves transactions contrary to that inter- 
est a representative member of the public, party to the 
proceedings, has not only the right, but a duty to com- 
plain. 


Much is made of the fact in both Respondent’s and 
Intervenors’ briefs that Michigan Gas did receive a small 
allocation of the total supply intended for Consumers Power 
Company (hereinafter referred to as Consumers). The true 
nature of the proposed project is pointed up, however, by 
the fact that Michigan Gas was required to use the direct- 
ing provisions of Section 7 (a) of the National Gas Act 
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(52 Stat. 821-833, as amended, 15 U.S.C. 717f (a)), and to 
build expensive facilities in order to avail itself of a por- 
tion of this increased gas supply. 


The Examiner who heard the evidence grasped this 
underlying plan of discrimination which led him to deny 
authorization of the project as contrary to the public 
interest. 


In view of the complete control which Panhandle ex- 
ercises over Trunkline, it is apparent that the Trunk- 
line’s (sic) actions in this case are determined by, and 
fully accord with, the desires and wishes of Panhandle. 
Furthermore, the evidence in this proceeding has shown 
clearly that the systems of Trunkline and Panhandle 
are in fact completely coordinated and operated as one 
integrated natural gas system. However, for unex- 
plained reasons, Panhandle failed to intervene in this 
proceeding (as it has done in others affecting Trunk- 
line) and thereby foreclosed any opportunity on the 
part of counsel for the Commission and the intervenors 
to inquire into Panhandle’s future plans for Trunkline 
and also the failure of Panhandle in the past to ade- 
quately provide natural gas service to its customers, 
which failure is well known, particularly to Pan- 
handle’s customers (R. 8193). 


The record is lacking in any explanation as to why 
Panhandle did not cause Trunkline at this time to seek 
authority to completely loop, or to extend its looping 
program beyond what is here proposed, in order to 
provide not only for the needs of Consumers but also 
the present needs of other customers of Trunkline and 
Panhandle whose needs are as pressing as those of 
Consumers. 


It is true, as counsel for Trunkline states in attempt- 
ing to justify Trunkline’s present partial looping pro- 
gram, that ‘‘Every increase in the capacity of a grow- 
ing pipeline system is but a step in over-all future ex- 
pansion. First comes the main line; then the power 
of that line; the partial looping and further looping or 
powering, whichever is more economical. This proc- 
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ess is repeated until eventually, multiple loops are 
built, sometimes as many as four in number.’? But 
it should likewise be true that distributors depending 
upon existing pipelines for service should have their 
requirements met currently with special preferences or 
privileges to none (emphasis added) (R. 8194). 

s * 2 


* 


* The difference between the Trunkline-Pan- 
handle proposal herein and the course followed by 
others (pipelines) is that Trunkline and Panhandle 
appear to prefer to favor their own affiliated interests 
in preference to timely and adequate service to their 
customers (R. 8198). 


The above excerpts from the Examiner’s Decision em- 
phasize the scheme whereby customers of Trunkline and 
its parent were precluded from sharing in the increased gas 
supplies because of the very nature of the application. Both 
Trunkline and Consumers stress the failure of other Pan- 
handle customers to seek additional gas in these proceed- 
ings. It is clear that the initial intention of Trunkline and 
Consumers was that no other customer should seek alloca- 
tions. (R. 5426-5442). The mere fact that two of Pan- 
handle’s customers forced themselves into the picture does 
not cure the underlying frailty of the project providing 
selective service to a preferential customer through private 
negotiations. 


Trunkline clings to the legal fiction of corporate identity, 
citing the case of Smith v. Illinois Bell Telephone Co., 282 
U.S. 133, 51S. Ct. 64. Even there, where there was no ques- 
tion of the subsidiary making a direct sale to a customer of 
the parent, the rule of close serutiny applied. Petitioner 
has never questioned the Commission’s authority to regu- 
late Trunkline as a natural gas company. It does, however, 
assert that where affiliates scek to circumvent the meaning 
and intent of the Natural Gas Act, service on a non-dis- 
criminatory and non-preferential basis, the Commission is 
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required to go beyond its usual inquiries in the protection 
of the public interest. In this case Respondent erred in 
failing to exercise its power of allocation to meet the re- 
quirements of the public convenience and necessity as 
applied to all gas consumers in the area and not as con- 
fined to the requirements of Consumers and its customers. 


II 


Intervenor, Trunkline, has made the specious argument 
that Petitioner lacks standing to appeal from the rolled-in 
rate. It is contended that because specific objections were 
not made to the Examiner’s treatment of the rate question 
the matter cannot later be raised. Such reasoning would 
imply that where an Examiner’s decision is entirely fav- 
orable, but is reversed by the Commission, a party is pre- 
cluded from taking an appeal from the reversal because 
he has failed to object to the Examiner’s rulings in his 
favor. 


In the instant case, the ruling of the Examiner requiring 
a rolled-in rate presupposes the recommended general allo- 
cation of the gas supply to be made available. The Ex- 
aminer denied the applications herein immediately after 
finding that the costs of the expansion program should be 
rolled in and that the rate schedule should be one of gen- 
eral application. The decision states: 


* © © The fundamental principle is that, to be lawful 
within the meaning of Section 4 of the Natural Gas 
Act, any rate schedule approved by the Commission 
must not be unduly discriminatory. That is to say, 
every purchaser similarly situated should be equally 
eligible and under the law must be permitted to pur- 
chase gas under any authorized schedule and must be 
given an equal opportunity to be heard in any Commis- 
sion hearing involving an allocation or disposition of 
gas which may be made available through additional 
Trunkline facilities. Any other procedure would re- 
sult in an injustice and undue discrimination, resulting 


‘ 


in an emasculation of the Natural Gas Act and the 
Congressional intention in the administration thereof. 
(R. 8208) 


The conclusion is inescapable that because the service 
proposed was selective it must be denied. Petitioner had 
no objection to a rolled-in rate where, as recommended by 
the examiner, the Commission would make a general allo- 
cation of the gas to be made available by the expansion 
program. It was only upon the authorization of the se- 
lected service in connection with the rolled-in rate that 
Petitioner had cause for complaint. 


Section 19(b) of the Natural Gas Act provides: 


* * * No objection to the order of the Commission shall 
be considered by the court unless such objection shall 
have been urged before the Commission in the Appli- 
cation for rehearing unless there is reasonable ground 
for failure so todo (emphasis added) 


The statute thus recognizes that there may be circumstances 
requiring latitude in the rule and it makes provision there- 
for. The Commission may not by rule derogate from the 
rights and privileges granted by the statute. In the case 
of PUD No. 1 of Douglas County v, F.P.C.. 242 F. 2d, 672, 
the Court held that there was reasonable ground to review 
a Commission decision since it was not until the Commis- 
sion’s order denying the application for rehearing that it 
was made apparent the basis upon which the Commission 
acted. The Court therein applied the identical exception 
contained in Section 3136 the Federal Power Act (49 Stat. 
860: 16 U.S.C. 825e). So in the instant proceeding the 
ground for objection was not apparent until the issuance of 
the Commission Opinion reversing the Examiner’s decision. 


Petitioner did raise the objection to the rolled-in rate in 
its Application for rehearing before the Commission, there- 
fore the requirement of the Natural Gas Act has been met, 
the super-technical argument made by Trunkline can not 
thwart the legislative intent. 
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Petitioner herein, as in its main brief, adopts the argu- 
ments of the intervenor, Illinois Power Company with re- 
spect to the issue of the rolled-in rate. This is done solely 
for the purpose of relieving the Court of cumulative and 
repetitious argument. 


Respectfully submitted, 
Batre CREEK Gas CoMPANY 


By Tuomas J. Lyxcx 
Its Attorney 


THomas J. Lyncu 
Foley & Lynch 
1001 Connecticut Ave., N. W. 
Washington 6, D. C. 


J. W. McAvLirre 
1101 Security National Bank Building 


Battle Creek, Michigan 


Puese Eppes GorpoN 
120 W. Maple Street 
Alexandria, Virginia 
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v. 


Cup, 
FEDERAL Power CoMMISSION, Respondent* 


Consumers Power Company, TRUNKLINE Gas Company, 
and Itiixois Power Company, et al., Intervenors 


ANSWER OF TRUNKLINE GAS COMPANY TO 
PETITION FOR REHEARING 


Wr. W. Prior 
P. O. Box 1642 
Houston 1, Texas 


Harry §,. Lirrman 
Date A. WricHt 
317 Wyatt Building 
Washington 5, D. C. 
Counsel for Trunkline 
Gas Company 


Prrss or Brron S. Apams, Wasnincror, D. C. 


IN THE 


United States Court of Appeals 


For tHe Disrricr or CotumBia Circcurr 


No. 15,368 


BattLe Creek Gas Company, Petitioner, 
v. 
FeperaL Power Commission, Respondent 


Coxsumers Power Company, TRUNKLINE Gas ComPayy, 
and Inurnois Power Company, et al., Intervenors 


ANSWER OF TRUNKLINE GAS COMPANY TO 
PETITION FOR REHEARING 


Trunkline Gas Company (Trunkline), an intervenor 
herein, pursuant to Rule 26(b) of this Court, hereby an- 
swers the Petition of Illinois Power Company for Rehear- 
ing filed herein on July 29, 1960. 


I 


Illinois Power Company (Illinois Power) failed to meet 
the requirements necessary to raise on its own behalf the 
arguments it advances against the rolled-in rate principle 
utilized by the Federal Power Commission (Commission) 


2 
in its opinion under review and affirmed by the Opinion of 
this Court issued July 14, 1960. Thus, Illinois Power failed 
to file with the Commission an application for rehearing 
of the Commission’s Opinion 321 under review and there- 
fore failed to comply with the statutory prerequisite for 
seeking judicial review on its own behalf. Federal Power 
Commission v. Colorado Interstate Gas Company, 348 U.S. 
492, 75 S. Ct. 467 (1955); Dayton Power and Light Com- 
pany v. Federal Power Commission, 102 U.S. App. D.C. 164, 
251 F. 2d $75 (1957).1 Moreover, Illinois Power did not 
file a petition to review the Commission’s Opinion 321 and 
accompanying order. It, therefore, lacks standing to chal- 
lenge the Commission’s Opinion 321 or the Court’s affirm- 
ance thereof.? 


I 


Illinois Power, in paragraphs 1 through 6 of its applica- 
tion for rehearing (pages 1-8), does not raise any points 
which have not been fully covered in the briefs filed by 
Trunkline and the Commission herein and fully considered 
and properly determined in the Court’s opinion. The opin- 
ion of the Court makes it clear that its affirmance of the 
Commission’s use of the rolled-in costs for rate determina- 
tion was based on its determination that such principle 
‘«* * * has many apparent advantages and the Commis- 
sion has repeatedly stated a general preference for it 
wherever it may equitably be used (footnote omitted)”’ 


1 Moreover, Illinois Power failed to file exceptions to the decision of the 
Presiding Examiner although the Examiner concluded, as the Court observed 
(slip opinion, p. 7), that the rolled-in rate principle of allocation of costs 
should be adopted, Illinois Power thus lacks standing to raise objections to 
such principle on its own behalf under Section 1.31 of the Commission’s Rules 
of Practice and Procedure which specifically provide that ‘‘Failure to file 
exceptions within the time allowed under this section shall constitute a waiver 
of all objections to the intermediate decision served.’’ 


2 Battle Creek Gas Company, the petitioner herein, did not file a petition 
for rehearing in this Court and the time for filing for rehearing has expired. 
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(slip opinion, p. 8). The Court further concluded, inter 
alia, that (slip opinion, pp. 10-11): 


‘‘The Commissioner’s decision was based on what we 
believe to be the proper conclusion that the expanded 
facilities will form part of an integrated Trunkline sys- 
tem and that the expansion will benefit the entire 
system, The new gas is to be commingled with the old 
gas, and both are to be distributed together to all cus- 
tomers. For the first two years after the expansion, 
before Consumer’s will be able to utilize the entire new 
capacity, some gas would be available to other cus- 
tomers from the new fields. * * * This partial expansion 
also opens up new gas reserves and new producing 
areas to meet the needs of Trunkline’s customers. 

‘‘We find that the Commission’s basic conclusion that 
this partial expansion would be part of the integrated 
gas system was proper, and therefore affirm the use of 
the rolled-in allocation method.’’ 


It is thus apparent that, contrary to the contention of IIli- 
nois Power (at page 8), the Court’s affirmance of the 
rolled-in cost method for determining rates was predicated 
on substantial and controlling reasons ‘‘other than the pos- 
sibility of an overall expansion.’’ This conclusion is in- 
escapable in view of the Court’s explicit statement (slip 
opinion, p. 11) that the affirmance of the use of the rolled-in 
allocation method ‘‘ * * * is confirmed by, although it is not 
dependent upon, the later applications of Trunkline * * * ”’ 
(emphasis added).3 


Til 


Tllinois Power urges (on pages 8-10) that the Court 
should (1) permit Illinois Power to apply to this Court 
‘to reopen the question of allocation of costs, in the event 


3The Court also noted that the issue of allocations of cost was properly 
before the Commission ‘‘and its determination is to be disturbed for only the 
most basic forms of abuse’’ (slip opinion, pp. 7-8). The Court also observed 
that ‘‘we cannot say that the Commission’s action * * * is so unreasonable 
as to require reversal on this ground * * * ’’ (slip opinion, p. 12). 
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that the expansion programs covered by the newly filed 
applications do not materialize ;’’ and (2) delete the phrase, 
‘although it is not dependent upon,’ quoted above from 
the Court’s opinion. Both of these requests are based on 
Illinois Power’s erroneous assumption that ‘* * * the 
Order of this Court is bottomed on the assumed benefit to 
all customers of the facilities in question, to be brought to 
fruition by the future expansion programs involved in the 
newly filed applications in Docket Nos. CP60-22 and 
CP60-60”’ (Petition for Rehearing, at page 9; emphasis 
supplied).* As demonstrated above, Illinois Power’s re- 
quest for modification of the language of the Court’s opin- 
ion is based upon a misconception of that opinion. It 
should, therefore, be denied. 


Trunkline is prosecuting with due diligence its expansion 
application before the Commission and expects a favorable 
decision from the Commission permitting construction of 
the project. In any event, however, since the Court’s 
affirmance of the rolled-in allocation method was not de- 


pendent upon such expansion application, it would be in- 
appropriate to permit Illinois Power to reopen this review 
proceeding for the purpose of obtaining a different alloca- 
tion of costs than that which the Commission adopted and 
the Court affirmed. 


It is quite true, as Illinois Power contends, that Battle 
Creek was permitted to apply to reopen the question re- 
garding the Commission’s refusal to allocate gas to Battle 
Creek if Battle Creek does not obtain additional gas from 
the expansion applications pending before the Commission. 
But such permission was granted by this Court solely in 
view of the fact that Battle Creek did not press that issue 
at this time because it was, in effect, moot as a result of 


4 This misconception of the basis of the Court’s opinion is restated on 
page 10 of the Petition for Rehearing as follows: ‘‘* * * the Court rests 
its holding upon the belief that benefits will accrue to all customers from 
the facilities here under review by virtue of the expansion programs contem- 
plated in the newly filed applications’’ (Emphasis supplied). 


o) 


the pending expansion applications. Thus, the Court did 
not consider it necessary to enter upon a consideration of 
that issue at this stage of the proceedings. On the other 
hand, the Court finally decided and disposed of the issue 
of allocation of costs, and in affirming the Commission on 
this issue, the Court made it entirely clear in its entire 
opinion that such affirmance was not dependent upon the 
pending expansion applications. 


Moreover, Battle Creek Gas Company is the petitioner in 
this case while Illinois Power is merely an intervenor who 
takes the case as he finds it. 


CONCLUSION 


In view of the foregoing, it is respectfully requested that 
the petition for rehearing of Illinois Power be denied. 


Respectfully submitted, 


Wruuum W. Prior 
P. O. Box 1642 
Honston 1, Texas 


Harry S. Lirrmayx 
Date A. WRIGHT 
317 Wyatt Building 
Washington 5, D. C. 
Counsel for Trunkline 
Gas Company 


August 8, 1960. 
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CERTIFICATE 


I hereby certify that the foregoing Answer has been 
served upon all parties by this day mailing copies thereof 
to counsel, as follows: 


Robert L. Russell, Assistant General Counsel 
Howard E. Wahrenbrock, Solicitor 
Peter H. Schiff, Staff Counsel 
David J. Bardin, Staff Counsel 
Federal Power Commission 
441 G Street, N. W. 
Washington 25, D. C. 
Attorneys for Respondent 


Robert S. Hunt, Esq. 

231 South LaSalle Street 

Chicago 4, Illinois 
Attorney for Intervenor, 
Illinois Power Company 


Lawrence A. Baker, Esq. 

Winthrop, Stimson, Putnam & Roberts 

40 Wall Street 

New York 5, New York 

James B. Falahee, Esq. 

212 West Michigan Avenue 

Jackson, Michigan 
Attorneys for Intervenors, 
Michigan Gas Storage Company and 
Consumers Power Company 


Thomas F. Ryan, Esq. 
821 - 15th Street, N. W. 
Washington 5, D. C. 
Attorney for Intervenor, 
Michigan Gas Utilities Company 


Thomas J. Lynch, Esq. 
1001 Connecticut Ave., N. W. 
Washington 6, D. C. 


J. W. McAuliffe, Esq. 
1101 Security National Bank Building 
Battle Creek, Michigan 


Phebe Eppes Gordon 

120 West Maple Street 

Alexandria, Virginia 
Attorneys for Petitioner 


/s/ Dave A. Wricut 
Attorney for Intervenor, 
Trunkline Gas Company 


Washington, D. C. 
August 8, 1960. 
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IN THE 
UNITED STATES COURT OF APPEALS 


For tHE Districr oF CoLumBia Circuit 


No. 15,368 


Battie Creek Gas Company, 
Petitioner, 


Vv. 


FEDERAL Powrer ComMIssION, 
Respondent, 


Coxsumers Power Company, Micuican Gas Storace Com- 
PANY, TRUNKLINE Gas Company, Micuican Gas UTmiries 
Company, and Inurxois Power Company, 

Intervenors. 


PETITION OF ILLINOIS POWER COMPANY 
FOR REHEARING. 


To THe Honoras.e JupcEs or THE 
Unitep States Court or APPEALS FOR 
Tues Disrricr or CotumBia Circuit: 


Now comes Illinois Power Company (‘‘Illinois Power’’), 
an Intervenor herein, and, pursuant to Rule 26 of the 
General Rules of this Honorable Court, files this, its Peti- 
tion for Rehearing of the Order of this Court dated July 
14, 1960. 


Illinois Power was granted leave to intervene in the 
above captioned proceedings by order of this Court dated 
December 18, 1959. Illinois Power is a presently existing 
customer of Panhandle Eastern Pipe Line Company 


(“Panhandle”); Panhandle, in turn, purchased some 90% 
of the gas of Trunkline Gas Company (‘‘Trunkline”), its 
wholly-owned subsidiary, at the commencement of these 
proceedings. 


By its Order of July 14, 1960, this Court affirmed the 
decision of the Federal Power Commission, Respondent 
herein, in the matter of Trunkline Gas Company, et al., 
21 F.P.C. 704 (1959), pursuant to which Respondent, 
among other things, has allocated on a systemwide basis 
certain costs of new Trunkline facilities to be constructed 
for the purpose of providing incremental volumes of gas 
to a single new service. By Respondent’s decision, Illinois 
Power and other customers of Trunkline and its parent, 
Panhandle, are assessed costs for facilities from which they 
will not receive additional volumes of gas on a firm and 
permanent basis. Therefore, Illinois Power is directly and 
adversely affected by the aforesaid Order of this Court 
affirming said decision of Respondent. 


Because of the extreme importance of this Court’s Order 
of July 14, 1960, to customers of Panhandle such as Illinois 
Power and to the consuming public that they serve, Illi- 
nois Power respectfully requests that this Court grant 
a rehearing of such Order. In support thereof, Illinois 
Power respectfully states and shows this Honorable Court 
as follows: 


I 


1. The primary point relied upon by this Honorable 
Court in affirming the decision of Respondent raises grave 
questions concerning judicial review of administrative 
orders. In holding that the Respondent reached ‘‘the proper 
conclusion that the expanded facilities . . . will benefit 
the entire system” (Opinion, page 10), this Honorable 
Court stated: 


on 


“Most importantly, [this] conclusion . .. is sup- 
ported by the character of the expansion as the first 
step in an overall expansion program, eventually de- 
signed to meet all of the requirements of all of Trunk- 
line’s customers. The facilities involved in these ap- 
plications will provide ‘cheap expansibility’ to Trunk- 
line, permitting future expansions to be made by rela- 
tively inexpensive increases in pumping facilities and 
partial looping at a fraction of what the further ex- 
panded capacity would otherwise cost.” (Id. at pages 
10 and 11). 


In relying primarily upon a future expansion program 
in support of its decision, this Court has overlooked a eru- 
cial point, set forth on pages 14 through 18 of Illinois 
Power’s reply brief: z.¢., that Respondent made no finding 
that the facilities here in question do, in fact, constitute 
but one step in an overall expansion program. Nor could 
it do so, for the record does not disclose substantial evi- 
dence to support such a finding. As a result, such a con- 
clusion cannot be relied upon in upholding Respondent’s 
decision. On this point nothing could be more appropriate 
than the language of this Honorable Court in Saginaw 
Broadcasting Co. v. Federal Communication Commission, 
68 App. D.C. 282, 288, 96 F.2d 554, 560 (D.C. Cir., 1958) 
cert. den. sub. nom., Gross v. Saginaw Broadcasting Co., 
305 U.S. 613, 59 8.Ct. 72 (1938) : 


“‘eThe question is not merely one of the absence of 
elaboration or of a suitably complete statement of 
the grounds of the Commission’s determination, to the 
importance of which this Court has recently adverted 
. .. but of the lack Of the basic or essential findings 
required to support the Commission's order. In the 
absence of such findings, we are not called upon to 
examine the evidence in order to resolve opposing 
contentions as to what it shows or to spell out and 
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state such conclusions of fact as it may permit.’ [Flo- 
rida v. United States, 282 U.S. 194, 51 S.Ct. 119 
(1931) ]” (Emphasis supplied). 


Accordingly, Illinois Power respectfully submits that 
this Honorable Court erred is basing its Order of duly 
14, 1960, upon a non-existent finding by Respondent. 


2. Similarly, this Court’s reliance upon two applica- 
tions for expansion of facilities, filed by Trunkline and 
Panhandle during the pendency of this appeal, constitutes 
a deviation from accepted norms of judicial review. This 
Court’s reliance on these applications (Trunkline Gas 
Company, Docket No. CP 60-22, filed February 2, 1960; 
Panhandle Eastern Pipe Line Company, Docket No. CP 
60-60, filed March 14, 1960, is clearly set forth on pages 
6 (see especially, footnote 6), 10, 11 and 12 of its Opinion. 
Illinois Power respectfully submits that the Court erred 


in relying on such newly filed applications inasmuch as: 


(a) The Court has thereby prejudged the success- 
ful outcome of expansion programs proposed in the 
newly filed applications pursuant to which customers 
of the Panhandle-Trunkline system, including Illinois 
Power, may receive additional volumes of gas; 


(b) The said application could, at any time, be 
withdrawn, amended, or otherwise modified, so that 
customers of the Panhandle-Trunkline system would 
receive no additional volumes of gas through the fa- 
cilities here under review; and 


(c) The said applications have not as yet been 
set for hearing, nor has notice of filing even been 
published in the Federal Register. No hearing there- 
on could possibly be commenced prior to September 
of this year. Such hearings could be long, complicated 
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and controversial (particularly in the light of the re- 
mand by this Court of Michigan Consolidated Gas 
Company v. Federal Power Commission, United States 
Court of Appeals for the District of Columbia Circuit, 
Nos. 14975 et al., April 29, 1960. An order of the 
Commission could be a year in the offing. Appeal 
to the Courts, with or without stay, could postpone 
final decision for a year beyond that. During all 
this time existing customers of Panhandle-Trunkline 
would be paying for the facilities here under review 
from which they are to receive no additional volumes 


of gas. 


Reliance by this Honorable Court on the applications 
referred to above constitutes taking judicial notice of fu- 
ture facts that may or may not occur. The decision of 
Respondent, on the other hand, must, by accepted stand- 
ards, be affirmed on the record upon which it was based. 


Since the applications constitute evidence of nothing but the 
present intention of the two companies, Illinois Power 
respectfully submits that this Honorable Court erred in 
relying upon such applications in affirming the decision 
of Respondent. 


3. The aforesaid errors have resulted in an untenable 
assumption that runs through the Court’s Opinion: ze., 
characterization of the issue before the Court as simply 
involving the timing of the assessing of costs. At page 
11 of its Opinion, for example, the Court states that it is 
affirming the Commission’s decision to roll-in costs “im- 
mediately rather than when the full expansion program 
is completed.” Again, at page 12 the Court states that 
it cannot say that the Commission’s action “in fixing the 
time at which the cost of the program is to be rolled-in 
is so unreasonable as to require reversal... .” 
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This characterization ignores the fact that possible fu- 
ture expansion programs, as pointed out above, cannot 
be relied upon by this Court. This Court cannot now as- 
sume that there will be future expansion programs through 
which Illinois Power and other customers of Panhandle 
will be benefited by the facilities here in question. As a 
result, Illinois Power respectfully submits that this Honor- 
able Court erred in deciding the case as though the issue 
were simply one of when the costs involved should be 
rolled-in. 


4. Reliance on future expansion programs also appar- 
ently caused this Honorable Court to overlook the fact that 
in Natural Gas Pipeline Company of America, 12 F.P.C. 
708 (1953), under circumstances almost identical with those 
here under review, the Federal Power Commission refused 
to roll-in costs. Although this Honorable Court is not 
bound by Federal Power Commission decisions, the Natural 
Gas Pipeline Company case represents an interpretation 
of the requirements of the Natural Gas Act, by the agency 
entrusted with its administration, completely at variance 
with that found in Respondent’s decision in the case at bar. 
Illinois Power therefore submits that this Honorable Court 
erred in approving Respondent’s departure from prior 
interpretations of the statute under similar circumstances, 
without adverting to the fact that Respondent’s decision 
is such a departure. 


5. In placing reliance on the Examiner’s approval of 
rolled-in costs, this Honorable Court misconstrued the 
import of the Examiner’s decision. In its Order, this 
Court referred at several places (pages 5, 7 and 10 of 
its Opinion) to the fact that the presiding Examiner in the 
proceedings here under review approved “rolled-in” costs. 
This is not correct in any meaningful sense. The Examiner 
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did not approve rolled-in costs except within the context 
of his decision that Trunkline must not be allowed to dedi- 
cate the new facilities to Consumers Power Company alone, 
but, on the contrary, that the proceedings must be reopened 
so that all customers of the Panhandle-Trunkline system 
might participate. His approval was clearly limited to the 
rolling-in of costs incurred to provide gas to all customers. 
Thus the Examiner’s decision is in complete accord with 
the position of Illinois Power. Illinois Power submits 
that in so misconstruing the Examiner’s decision, this 
Honorable Court erred. 


6. Aside from the untenable assumption that the facili- 
ties here in question constitute but a first step in an over- 
all expansion program, this Court does not in its Opinion 
set forth any reasons why the rolled-in allocation method 
was proper other than (a) “cheap expansibility,” (b) the 
fact that some gas may be available to other customers 
during the first two years after completion of the fa- 
cilities here under review, and (c) the fact that the new 
gas will be commingled with the old. 


The “cheap expansibility” point is entirely dependent 
upon the expansion’s here under review being the first step 
in a program of which the newly filed applications con- 
stitute the second step and, accordingly, if the second step 
does not occur or is delayed, the ‘‘cheap expansibility” 
argument must fall. As was pointed out above, the Re- 
spondent made no finding that there will be any such 
second step. 


In stating that the availability of small quantities of 
gas for a period of only two years supports Respondent’s 
conclusion, this Court disregarded the fact that these 
volumes not only are small,’ but they are useless to a 


1A total of 29,000 mcf. for the first year, and 4,000 mef. 
for the second. 
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distribution company inasmuch as such a company could 
not connect up a single space heating customer on the basis 
of a diminishing supply that terminates completely at the 
end of two years. 


In relying on commingling of old and new gas, Illinois 
Power respectfully submits that the Court gave considera- 
tion to an irrelevancy. Inasmuch as the entire increment 
of additional gas, whether commingled with present gas 
or not, is not going to all customers but will go only to 
the single new service in Michigan, the fact that there is 
commingling confers no benefit on the other customers. 


Thus, in failing to set forth substantial reasons other 
than the possibility of an overall expansion program to 
support its affirmance of the Respondent’s decision, Illinois 
Power respectfully submits, this Honorable Court com- 
mitted error. 


7. In its Order dated July 14, 1960, this Court, on 
page 6, stated that if Petitioner, Battle Creek Gas Com- 
pany (‘‘Battle Creek”), did not receive its requested vol- 
umes from the facilities covered by newly filed applica- 
tions, Battle Creek might apply to this Court to reopen 
the issue whether or not the Respondent, in permitting 
the expansion of facilities to serve only one customer, 
failed to exercise its statutory responsibility to allocate 
the expanded capacity among the customers of the Pan- 
handle-Trunkline system. No such privilege was accorded 
Illinois Power to reopen these proceedings for the purpose 
of a re-determination of the issue of the proper allocation 
of costs of the incremental facilities, in the event the ex- 
pansion programs in the newly filed applications are not 
consummated, even though this Court justified rolled-in 
costs on the basis of the newly filed applications for ex- 
pansion. Illinois Power submits that this Honorable Court 
erred in according, under the same circumstances, such 
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privilege to one party to these proceedings and not to 
another. 


Accordingly, in the light of all of the foregoing, Illinois 
Power respectfully requests this Honorable Court to grant 
this Petition for Rehearing and to reverse its decision in 
its Order dated July 14, 1960. In the alternative, Illinois 
Power respectfully requests this Honorable Court to grant 
it the privilege of applying to this Court to reopen the 
question of allocation of costs, in the event that the expan- 
sion programs covered by the newly filed applications do 
not materialize. 


. 


Notwithstanding the foregoing, and in the alternative, 
if this Honorable Court should determine to deny Illinois 


Power’s Petition for Rehearing herein, Illinois Power re- 
spectfully requests this Honorable Court to clarify the 
said Opinion as hereinafter set forth: 


The principle that costs may not be rolled-in unless 
the facilities for which the costs are incurred benefit all 
customers, is an extremely important one in the interpre- 
tation of the Natural Gas Act. A precedent that may be 
construed to deny this principle would create havoc in the 
administration of the Act. As pointed out above, the Order 
of this Court is bottomed on the assumed benefit to all 
customers of the facilities in question, to be brought to 
fruition by the future expansion programs involved in 
the newly filed applications in Docket Nos. CP 60-22 and 
CP 60-60. The statement of this Court, therefore, on page 
11 of the Opinion, that Respondent’s conclusion to impose 
the rolled-in allocation method is confirmed by, ‘‘although 
it is not dependent upon,” the newly filed application is, 
we submit, inconsistent with this Court’s reliance on the 
expansion programs in the said new applications. 


Although it is the position of Illinois Power that this 
Court cannot rely on such possibilities, Illinois Power 
submits that the above quoted phrase should be deleted 
from the Court’s Opinion, if Illinois Power’s Petition for 
Rehearing herein be denied, so that it will be clear that 
in approving rolled-in costs in the case at bar, the Court 
rests its holding upon the belief that benefits will accrue 
to all customers from the facilities here under review by 
virtue of the expansion programs contemplated in the 
newly filed applications. 


Accordingly, and in the alternative as aforesaid, Illi- 
nois Power respectfully requests this Court to modify 
and amend its Opinion and Order dated July 14, 1960 
by deleting the phrase, ‘‘,although it is not dependent 
upon,” appearing at line 10 on page 11 of the Opinion 
of the aforesaid Order dated July 14, 1960. 
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